



Material Cost and Con 


Question No. 1. A consignment consisting of two chemicals A 
and B. The invoice gave the following data : Rs 

Chemical A-4,000 lbs. @ Rs. 2.50 per lb. 10,000 

Chemical B—3,200 lbs. <§) Rs. 3.25 per lb. 10,400 

Sales Tax 816 

Railway Freight 384 

Total cost 21,600 

A shortage of 200 lbs. in A and 128 lbs. in B was noted due to 
breakages. What is the stock rate you would adopt for pricing 
issues assuming a provision of 5% towards further deterioration? 

(B. Com.; A.P. Open University, August 1987) 


Ans. 


Chemical 



A 

Rs. 

1 B 

1 Rs. 

Cost : 

A. 4,000 lbs. at 2.50. 

10,000 

10,400 

B. 3,200 lbs. at 3.25 

400 

Sales Tax 4% 

416 

Railway Freight in Proportion to 
weight i.e. 40 : 32 ratio 

213 

171 

Total Cost 21,600 

10,613 

10,987 


Lb. 

Lb. 

Weight 

4,000 

3,200 

Shortage 

200 

128 

Net receipt 

3,800 

3,072 

Less : Provision of 5% towards 
further deterioration 

190 

154 

* 

Net quantity 

3,610 

2,918 

Rate for pricing issues 

10 613 

10,987 


3,610 

2.918 


= 2.94 

= 3 77 







2 RATHNAM’S cost and management accounting 

n 2 The following information regarding rewipts and issues 
of sulphur in a chemical factory has been obtained from the stores 

record : 

December 1977 


Opening stock 

Issued on Requisition No. 15 
Issued on Requisition No. 16 
Received from a supplier by 
Goods Received Note No. 12 
of 4-12-77 

Issued on Requisition No. 17 

Issued on Requisition No. 18 

Received from a supplier by 
Goods Received Note No. 28 


2,500 tonnes 
1,300 tonnes 
200 tonnes 

3,000 tonnes 
1 ,000 tonnes 
500 tonnes 

1,000 tonnes 


Examination by the stock verifier on 22nd morning revealed a 
shortage of 50 tonnes. 


Maximum limit was 
Minimum limit was 
Ordering Level was 


5,000 tonnes 
800 tonnes 
2,500 tonnes 


You are required to prepare a Bin Card No. 236 for the item 
for which the symbol allotted is Sr-21. ^ ^ University) 


Ans. Bin Card No. 236 

Description: Sulphur. 

Symbol allotted: Sr-21 
Location: 

Stores Ledger Folio No.- 



Receipts 


Maximum Limit: 5,000 Tonnes 
Minimum Limit: 800 ,, 

Ordering Level: 2,500 „ 

Accounting Unit: Tonnes. 


Balance of Stock 


GRN 

No. 


Qnty. 

Tonnes 


3,000 


1,000 


Issues 


SR Qnty. 
No. Tonnes 


15 1,300 

16 200 

17 1,000 

18 500 
Shortage 50 


Tonnes 
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Write up the Material Account in the Stores Ledger for 3 months ending 31st March 1980 on the First-in- 
First-out Method. 

(. B. Com., Osmania University) 



Ans. Stores Ledger A/c.—FIFO Method 


4 


RATHNAM’S cost and management accounting 
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Store’s Ledger A/c.—FIFO Method 
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RATHNAM’S COST AND MANAGEMENT ACCOUNTING 




o 5 The Stock of materials on hand on 1-4-1970 was 400 units at Rs. 50 per unit. The following 
receipts’ and issues were recorded. You are required to prepare a Store’s Ledger Account showing how value of 
Issues would be calculated under first-in-first-out method (FIFO). 

2-4-1970 Purchased 100 units @ Rs. 55 per unit. 
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(B. Com , Kakatiya University) 
(B. Com., Osmania University) 



Ans. Stores Ledger A/c.—FIFO Method 

■ Receipts Issues Balance of Stock 
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13-5-70 200 70 14,000 200 70 14,000 

15-5-70 500 75 37,500 700 51,500 

12-6-70 200 70 14,000 
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rathnam’s cost and management accounting 


p a> 

S ' 0 

e ~ 

§.S 

s ^ 

2^ a 

3 O £ 

.a 

Ofl « « 

.s£.§ 

S S s 

•0-0 g 

§ 2 a 
« 0-8 
£ *2 G 

r: .3 o 

l°I 

is s 

o-o «j 

<U ^ di 

G ° o 

<§e 

- 

v© 

Oo^ 

*8 

.as 


(fl tn w « 

C G C C 

3 3 3 3 


8 . 8 . 


O O' O 4> 

— os G\ o .3 

. . . • CD 

co z co c 

e: d 2 oJ os *c 


G 

•4-A 

C4 

3 


rt 

13 

• 

• 

• 

• 

V) 

cO 

«o 

CO 

CO 

CO 

+-* 

co 

CO 

£ 

V » 

w 

*3 

3 

+■* 

’c 

3 

• 

e 

3 

• mm 

C 

3 

’c 

3 

2 

O 

• •■• 

C 

3 

G 

3 

C 

3 

’2 

3 

s 

°- 

O 

O 

8 

V"> 

04 

S 

8 

O 

8 

ro 

CO 

CO 

a 

O 

O* 

8 

o 

* 

oo 

O 

8 

•n 

§ 

O 

v» 


>% >* 


>-» 
e* s 


5 ! § 


2 | s 


s | ■§ | 

G G * 


.G *G 

W *-* 


r « 5 
^ 2 


■2 « « 


^ U-> 04 


flea- 

W-- ca 3 3 *S 

«/> i g 2^5 £ 

r- I G 5 P«*r- 

2 g £ u« tu 2 

‘ *-» r- .G -o -3 

6 ^ ^ § 

VO ^ ^ 


cC *o 
3« O 

£3 

* a 


3 

O 


MATERIAL COST AND CONTROL 


11 


* 

o 

*-< 

X/l 


o 

1 

73 

« 


<Si 


5(2 


PS 


co 

*-• 

P 


o o o o 

in r~ 04 O 
O- oo 04 04 

04 of 


cn 

o 

v© 


VO 

oo 


in 

cn 


o 
*—' 

© 


o o o 


On 

Ov 

O 

o 


in 

o 


in O- 04 04 
04 ^ 04 


§ 1 

S' I 




C _ 

u 

< 


g 2 
5 ! * 


1 5 


a ^ 

§(2 


co 

3 


£ 

• «4 

<U 

CJ 

V 

PS 


s 

< 


c3 

oS 


2 

c 

p 


3 © O 

o r~ 

o> 

cn © 1 

f2 

oo m 

04 OO 

© 

On o- 

1 £ 

OO NO 

04 Ot 

m 

1- 

^ -1 

1 oo I 

l - 1 


o 

© 


g 

o 

o 


o o 


- & 
— o 

© © 


§ s 
© © 


OO in 


5 © © 

r ro «n 


r~ n 


© 

m 


04 


© 

OO 

Ov 


© 

© 


© 

o' 


O' 

© 


in 

cn 


in 

© 


© 

o 

© 

© 

04 


cn 



m 


«/1 

«n 

«n 



«n »n 

in 

r—» 

0) 

o- 

o- 


o- 

o- 

o- 

r- 

*7 *7 

• 

» 

73 

1 

■ 

■ 


c?4 

04 

04 

co m 

O) 

1 

Q 

cn 

■ 

VO 

£ 

«A 

04 

i 

04 
*—* 

VO 

I 

CO 

04 

•A © 

04 

04 

04 



Q. 7. Prepare Stores Ledger Account for the following transactions according to ‘LIFO’ method of 
pricing issue of materials. 

Jan. 1 Received 1,000 kg. at Rs. 20 per kg. 

Jan. 10 Received 260 kg. at Rs. 21 per kg. 

Jan. 20 Issued 700 kg. 
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Q. 8. Prepare Store Ledger Account on the basis of FIFO method : 

April 1 Opening stock 250 units @ Re. 1.00 each. 

3 Purchased 100 units @ Rs. 1 05 each. 

5 Purchased 200 units @ Rs. 1.05 each. 

7 Issued 400 units. 
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Q. 10. Draw a stores ledger account for the following transactions which took place during the month 
of March 1986 adopting the FIFO and LIFO method. 

1st March Opening Stock 2,000 units at Rs. 2 each 

5th March Purchases 1,000 units at Rs. 2.20 each 
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2,100 500 2.20 1,100 
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O 11 From the following record of receipts 
materials, calculate the price of issues charged out 
and Weighted Average Methods. 


and issues of 
under “FIFO” 


1985 
April 1 

5 

6 
7 


»» 

»» 

»» 


»> 


8 

9 


Opening balance 100 tonnes @ Rs. 50 per ton. 

Issued 60 tonnes. 

Received 120 tonnes @ Rs. 50.50 per ton. 

Issued 50 tonnes (the stock verification report reveals a loss 
of one ton). 

Received back from completed jobs 2 tonnes (Previously 
issued @ Rs. 50.25 per ton). 


Issued 80 tonnes. 


(B. Com., Andhra 1986) 


Aiis. 

(a) Price of Issues under FIFO : 


Date 

Tons. 

Issue Price 

Amount (Rs 

5-4-85 

60 

50 

3,000 

7-4-85 

40 

50 

2,000 


10 

50.50 

505 


50 


2.505 

9-4-85 

80 

50.50 

4,040 


(b) Price of Issues under weighted Average Method : 

Date Opening Balance of Stock Price of Issue 

5-4-85 100 tonnes at Rs. 50 per ton Rs. 50 

_. oc 40x50+120x50.50 


9-+85 


2,000+6,060 _ 8,060 
160 Tons. 160 = 

109x50.375+2x50.25 

111 

5,490.875+100.50 
111 - 


50.375 


50.3727 
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Q. 12. A company, started on 1st January, 1985, purchased 
raw material during 1985 as stated below : 


January, 2 

800 kg. 

@ Rs. 62 per kg. 

February, 16 

1,200 kg. 

@ Rs. 57 „ 

April, 13 

2,500 kg. 

@ Rs. 59 

July, 10 

3,000 kg. 

@ Rs. 56 „ 

September, 18 

1,500 kg. 

@ Rs. 60 „ 

November, 29 

1,000 kg. 

@ Rs. 65 „ 


While preparing its final accounts on 31st December, 1985, the 
Company had 1,300 kg. of raw material in its godown. Calculate the 
value of closing stock of: 

(i) First-in-first-out basis 

(ii) Last-in-first-out basis 

(iii) Weighted Average basis. 

[B. Com. (Hons), Delhi, 1986] 


Ans. Value of Closing Stock : 

(i) ‘First-in-First-out’ basis : under FIFO basis, the closing 
stock will be the last purchase items only and it is to be 
valued as follows : 


Date of purchase 

Qty. (kg.) 

Rate 

Amount (Rs.) 

29-11-85 

18-9-85 

1,000 

300 

65 

60 

65,000 

18,000 

Closing Stock 

1,300 


83,000 


‘Last-in-First-out’ 
stock will be the 
valued as follows : 

basis : under LIFO basis the closing 
first purchase items only and it is to be 

Date of Purchase 

Qty. (kg) Rate 

Amount (Rs.) 

2-1-85 

26-2-85 

800 62 

500 57 

49,600 

28,500 

Closing stock 

1,300 

78,100 
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(iii) Weighted average basis : 

Date of Purchase Qty. (kg-) 

Rate 

Amount (Rs.) 

2-1-85 

26-2-85 

13-4-85 

10-7-85 

18-9-85 

29-11-85 

800 

1,200 

2.500 

3,000 

1.500 

1,000 

~62 

57 

59 

56 

60 

65 

49,600 

68,400 

1,47,500 

1,68,000 

90,000 

65,000 

Total purchases 

10,000 


7,88,500 

% 


Weighted Average rate= Rs - 58 85 per kg ' 

Value of closing stock-1.300 @ Rs. 58.85 = Rs. 76,505. 
n 13 On 1st March 1979, twelve tonnes of a material was 

LIFO Method (iii) Simple Average Method and (w) vv g 
Average Method. Delhi) 


Ans. 





(i) FIFO | 

(ii) LIFO 



Tonnes 

Rate 

Amount 

(Rs.) 

Tonnes 

Rate 

Amount 

(Rs.) 

1-3-79 

Opening 

12 

140 

1,680 

12 

140 

1,680 

3-3-79 

Stock 

Purchases 

15 

150 

2,250 

15 

150 

2,250 

Total A 


27 


3,390 

27 


3,930 

5-3-79 

Issued 

12 

140 

1,680 

15 

150 

2,250 

8 

150 

1,200 

5 

140 

700 

Total B 


20 


2,880 

20 


2,950 

Closing Stock 

7 

150 

1,050 


140 

980 

(A- 

B) 




l 
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(iii) Simple Average 

(iv) Weighted Average 

Tonnes Rate Amount 
(Rs.) 

Tonnes Rate Amount 
(Rs.) 

1-3-79 Opening 12 140 1,680 

Stock 

3-3-79 Purchases 15 150 2,250 

Total A 27 3,930 

140 * 150 

2 

= 145 

5-3-79 Issued 20 145 2,900 

12 140 1,680 

15 150 2,250 

77 3,930.00 

3930 

27 

= 145.5556 

20 145.5556 

2,911.11 

Closing Stock 7 1,030 

7 1.018.89 


Q. 14. Show the year end value of inventory under FIFO and 
LIFO methods for the following data : 


Opening Balance : Rs. 12,000 units @ Rs. 2.00 per unit. 

Received (Units) Issued (Units) 


1 st Quarter 20,000 @ 

2nd Quarter 30,000 @ 

3rd Quarter 25,000 @ 

4th Quarter 10,000 @ 


Rs. 2.20 

16,000 

Rs. 2.40 

26,000 

Rs. 2.30 

32,000 

Rs. 2.25 

8,000 


Assume that purchases 
quarter. 


were made on the first day of the 

( B. Com., Andhra) 


Ans. 

FIFO 

LIFO 

Units Rate Amount 
(Rs.) 

Units Rate Amount 
(Rs.) 

Value ot closing 

stock 5,000 2.30 11,500 

10,000 2.25 22,500 

15,000 34,000 

2,000 2.25 4,500 

1,000 2.20 2,200 

12,000 2.00 24,000 

15,000 30,700 
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Note : Opening balance 

Add : Received in the year 


Less : Issued in the year 


Closing Stock 


Q. 15. Adarsh Company purchased and issued the materials 
in the following order : 

1st January Purchase 
4th January Purchase 
6th January Issue 
10th January Purchase 
15th January Issue 
20th January Purchase 
23rd January Issue 

Ascertain the quantity of closing stock as on 31st January and 
state its value under each of the following mctl ?ods of P nc,n 8 the 
issues (a) Weighted average cost (b) FIFO and (c) LIFO. 

( B . Com., Andhra) 

Units 


Nil 

1,900 


1,900 

1,400 

500 


Ads. 

Opening Balance 

Add : Purchases in January 

Less : Issues in January 
Closing Stock as on 31st Jan. 


Units 

Units Cost 

300 

3.00 

600 

4.00 

500 

— 

700 

4.00 

800 

— 

300 

5.00 

100 

— 


Units 


12,000 

85,000 


97,000 

82,000 


15,000 
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Closing Stock under weighted average cost._ 


Date 

Jan. 

Particulars 

Units 

Unit 

Cost 

Amount 

(Rs.) 

1 

Purchases 

300 

3 

900 

4 

»» 

600 

4 

2,400 



900 


3,300 

6 

Issue 

500 

3.6667 

1,833 



400 


1,467 

10 

Purchase 

700 

4 

2,800 



1,100 


4.267 

15 

Issue 

800 

3.8791 

3,103 



300 


1,164 

20 

Purchase 

300 

5 

1,500 



600 


2.664 

23 

Issue 

100 

4.44 

444 

Closing stock 

500 


2,220 


Weighted 
Average rate 


3,300-7-900=3.6667 


4,267 -r 1 , 1 00= 3.8791 


2,664-7-600 = 4.44 


b. 


FIFO 


LIFO 


Units Rate Amount i Units Rate Amount 
(Rs.) '_ (Ks i-~ 


Value of Closing 
Stock 


200 

300 

500 


4 

5 


800 

1,500 

2,300 


200 

300 

500 


5 

3 


1,000 

900 

1,900 


n~l 6 From the following particulars, write up Priced Stores 

tazstjs# as s^w^ssrsz 

Stock is 200 Tonnes. 


1986 

January 

1 

Purchased 

500 tonnes 

10 

Purchased 

300 

*» 

>» 

15 

Issued 

600 

*» 

9 » 

20 

Purchased 

400 

*9 

»* 

25 

Issued 

300 

*9 

»» 

27 

Purchased 

500 

99 

♦ » 

» > 

31 

Issued 

200 

99 


** >♦ 


@ Rs. 2.10 
@ Rs. 2.20 >» 

@ Rs. 2.10 „ 99 
( B . Com , Bangalore > 
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Ans. (i) Stores Ledger A/c-FIFO with Base Stock Method 
Base stock 200 tonnes 


Receipts Issues Balance of Stock 


1986 

Jan. 

Tonnes Rate Amt. 

(Rs.) 

Tonnes Rate Amt. Tonnes 
(Rs.) 

Rate 

Amt. 

(Rs.) 

1 

500 

2.00 

1,000 




500 

2.00 

1,000 

10 

300 

2.10 

630 




800 


1,630 

15 




300 

2.00 

600 








300 

2.10 

630 








600 


1,230 

200 

2.00 

400 

20 

400 

2.20 

880 




600 


1,280 

25 




300 

2.20 

660 

300 


620 

27 

500 

2.10 

1,050 




800 


1,670 

31 




100 

2.20 

220 








100 

2.10 

210 








200 


430 

600 


1,240 


Reconciliation of Closing Stock : 


Date of Purchase 

Tonnes 

Rate 

1-1-86 

200 

2.00 

27-1-86 

400 

2.10 


600 



Amount (Rs.) 

400 (base stock) 
840 


1,240 
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(ii) Stores Ledger A/c. 
stock 200 Tonnes 

—LIFO with Base Stock Method. 

Base 

Date 
i no a 

Receipts 



Issues 


Balance of stock 

1986 









Jan. 

Tonnes Rate Amt. 

Tonnes Rate Amt. 

Tonnes 

Rate 

Amt. 



(Rs.) 



(Rs.) 



(Rs.) 

1 

500 2.00 

1,000 




500 

2.00 

1,000 

10 

300 2.10 

630 




800 


1,630 

15 



300 

2.10 

630 







300 

2.00 

600 







600 


1,230 

200 

2.00 

400 

20 

400 2.20 

880 




600 


1,280 

25 



300 

2.20 

660 

300 


620 

27 

500 2.10 

1,050 




800 


1,670 

31 



200 

2.10 

420 

600 


1,250 


Reconciliation of closing stock : 



Date of Purchase 

Tonnes 

Rate 

Amount (Rs.) 

1-1-86 

200 

2.00 

400 (base stock) 

20-1-86 

100 

2.20 

220 

27-1-86 

300 

2.10 

630 


600 


1,250 
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O 18. The stores ledger of a manufacturing company record¬ 
ed for material item P-108 for June, 1985 the following mforma- 


tion : 


Date 

June 


Receipts 



Balance 


Qty- 

Rate per 
unit 

(Rs.) 

Value 

(Rs.) 

Qty. 

Rate per 
unit 

(Rs.) 

Value 

(Rs.) 

1 

_ 

— 

— 

100 

2 

200 

JO 

200 

2 

400 

100 

2 






200 

2 

600 

15 

300 

4 

1,200 

100 

2 






200 

2 






300 

4 

1,800 

16 


— 

— 

100 

2 






300 

4 

1,400 

20 

— 

— 

— 

100 

4 

400 





100 

4 


25 

400 

5 

2,000 

400 

5 

2,400 

28 

- 

— 

— 

200 

5 

1,000 

29 

— 

— 

— 

50 

5 

250 


(i) State the method of pricing that was employed in the 
ledger : 


(ii) Complete the store ledger as per the method followed. 

IB. Com . (Pass), Delhi 1987] 
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Ans. (i) FIFO Method was employed in the ledger. 


(ii) Stores Ledger—FIFO Method. 



Date 

Receipts 


Issues 

Balance 

Qty. 

Rate Value 
(Rs.) (Rs) 

Qty. 

Rate 

(Rs.) 

Value 

(Rs) 

Qty. Rate 
(Rs.) 

Value 

(Rs.) 

1 

10 200 

15 300 

16 

2 400 

4 1,200 

100 

100 

2 

2 

200 

200 

100 2 
300 

600 

200 

600 

1,800 



200 


400 

400 

1,400 

20 


100 

200 

2 

4 

200 

800 

• 




300 


1,000 

100 4 

400 

25 400 

28 

5 2,000 

100 

200 

4 

5 

400 

1,000 

500 

2,400 



300 


1,400 

200 5 

1,000 

29 


150 

5 

750 

50 5 

250 

O 19 The Stores Ledger of a manufacturing Company 
recorded for material R-17 for April 1984 the following mformat.on : 

Date 

Receipts 



Issues 


April 

1984 

Qty. (Units) 

Value (Rs.) 

Qty. (Units) Value (Rs.) 

4th 

6th 

12th 

100 

40 


160 

120 

• 

70 

140 

16th 

20th 

26th 

50 

40 


100 

240 


90 

270 


(a) State the method of pricing that was employed in the Stores 
Ledger; and 


(b) Complete the Stores Ledger as per the method followed. 

[B. Com. ( Pass ), Delhi , 1985] 
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Ads. (a) Weighted Average method was employed in stores 
ledger. 

(b) Stores ledger—weighted average method. _ 

- r i 


Date 

April 

84 


Receipts 


Issues 


Balance of stock 


Units Rate Value Units Rate Value Units Rate Value 

/D*. \ (Rs ) 


1.60 

3.00 

2.00 

6.00 


(Rs) 

160 

120 


2.00 


3.00 


100 

140 

70 

120 

160 

70 


1.60 

2.00 

2.CO 
3.00 


(Rs.) 

160 
280 
1 0 
240 
480 
210 


Note : Weighted average rates : 

6th -rSr =Rs - 2 p er unit - 

16th -Wr = R s 2 per unit. 


20 th 


Rs. 3 per unit. 


1 vv 

O 20 In Pricing the gallons of petrol sold. Service Station A 
follows ’ the first-in-first-out method, while Service Station B follows 

the last-in-first-out method. . 

On 1st January, both had the same quantity in stock viz., 6,000 
at Rs. 2.60 per gallon. During the month each station received 
additional supplies of 6,000 gallons at Rs. 2 -75 pergallcm. Sales of 

these two stations during the month were 8,000 gallons at Rs. 2.90 

per gallon. Determine for each Service Station the Profit earned 
during the month and the value of petrol in stock at the close of the 

(B. Com., Osmama University ) 

A ns. _ 


1st Jan. 
Jan. 


Opening 

Stock 

Purchases 


Total 

Jan. Sales 
(see below) 


Gallons Rate Amount Gallons Rate Amount 
(Rs.) (Rs.) 


6,000 

6,000 

12,000 

8,000 


2.60 15,600 6,000 2.60 15,600 
2.75 16,500 6,000 2.75 16,500 


32.100 12.000 

21.100 8,000 

(FIFO) 


32,100 

21,700 

(LIFO) 


31st Jan. Closing 
Stock 


4,000 2.75 11,000 4,000 2.60 10,400 
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"Service Station_ _ - 

Pricing of Petrol fit-vj 

sold — 

8,000 21,100 

Jan. Sales JfOO 2.90 23,200 

Drrtfi t 2,100 


B 

LIFO 


6,000 2.75 
2,000 2.60 


Jan. Sales 
Jan. Profit 


8,000 

8,000 


2.90 


16,500 

5,200 

21,700 

23,200 

1.500 


Q. 21. X Y Ltd. has purchased and issued the material M 
in the following order : 


1982 


Units 


300 

600 

400 

600 

1,000 

400 

200 


Unit Cost 
Rs. 

3 

4 


1st Dec. Purchase |oO 4 

4th Dec. Purchase 600 

6th Dec. Issue Tgo 4 

10th Dec. Purchase 600 

15th Dec. Issue t.wa 5 

20th Dec. Purchase 400 

Wh 'd' °n ^^heH^abov^o^r^'Mcerui^tl^'quanUty^of dosing 

value (in each 

case) if issues are made under the 

(i) method recommended by you. 

(ii, weighted average «JL April m3) 


Ans. 


Total Purchases 
Total Issues 


Units 

1,9 0 
1,600 


300 as on 31-12-82 


" Closing Stock ^uu as on ° 

Method of Pricing Issue of Materials 

As the Prices are of increasing trend, it is recommended to 
follow the LIFO method for pricing of issue of materials. Value 
of closing stock as on 31st December 1982 : 

(i) Under LIFO Method : 


200 units at Rs. 5 = 
100 units at Rs. 3 = 


Rs. 

1,000 

300 


300 units 


1,300 



(ii) Weighted Average Cost 

Date Particulars Units Unit Value Weighted 

Cost Average 

Rate 
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31.12.82 Closing Stock 300 x 4.77 = 1,431 
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Sales 

General Administrative expenses 


Rs. 

7,00,000 

10,000 


Opening Inventory—June, 1 
50,000 litres @ Rs. 4.50 paise 

Purchases (including freight inwards) 


2,25,000 


June 10—1,20,000 litres @ Rs. 4.75 paise 
June 25—1,30,000 litres @ Rs. 4.80 paise 


Closing inventory—June 30, 1,60,000 litres. 


Compute the following data using FIFO method of inventory 
costing '• 

(a) Value of inventory on June 30. 

ib) Amount of cost of goods sold for June. 

W Profit or Loss for June. 

( B.Com ., Punjab University , September 1982/ 


Ans. (a) Value of inventory on June 30—FIFO 

method : 

1,30,000 litres at Rs. 4.80 = 

30,000 litres at Rs. 4.75= 

Rs. 6,24,000 
Rs. 1,42,500 

1,60,000 litres 

Rs 7,66,500 

(b) Amount of cost of goods sold for 

June—FIFO 

method : 

Litres 

Opening Inventory on June 1st 

50,000 

Add : Purchases during June 

2,50,000 


3,00,000 

Less : Closing Inventory on June 30 

1,60,000 

Material Consumed 

1,40,000 
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Value of Materials Consumed during June 
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Rs. 

50,000 litres at Rs. 4.50 

2,25,000 

90,000 litres at Rs. 4.75 

4,27,500 


6,52,500 

General Admn. exp. 

10,000 

Cost of goods sold 

6,62,500 

Sales 

7,00,000 

(c) Profit for June 

37,500 


Q. 23. Using information given, draft Stores Ledger Records 
showing quantities and values of receipts, issues and balance in 
hand under the following two methods of pricing stores issues : 


(a) LIFO 

(b) Weighted average price. 


January 1 Balance in hand—1,000 units Re. 1 each 

January 15 Received—3,000 units costing Rs. 3,300 

February 12 Received—2,000 units costing Rs. 2,400 

January 30 Issued—2,000 units 

February 27 Issued—3,400 units. 

(B.Com.y Osmania , Oct.I Nov. 1983) 
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MATERIAL COST AND CONTROL 

Q. 24. The following purchases and issues of a material are 
made in a factory : _ 


Date 

Purchases 


Date 

Issues 

2.1.83 

20 units @ Rs 

. 20 

4.1.83 

15 units 

6.1.83 

20 units @ Rs. 

22 

10.1.83 

10 units 

17.1.83 

20 units @ Rs. 21 

18.1.83 

22 units 

Find the 

value of closing stock under LIFO method. 




(B. Com., Osmania, Oct ./ Nov. 1983) 

Ans. Value of closing stock under LIFO method : 


Date of Purchase Units 

Rate 

Amount 





(Rs.) 

6.1.83 

8 

22 

176 

2.1.83 

5 

20 

100 



13 


276 

Q. 25. 

Prepare a Stores Ledger Account on the basis of FIFO 

method. 





Jan. 1 

Opening Stock 

250 

units @ Re. 1 

each 

3 

Purchased 

100 

„ @ Rs. 1.05 

*» 

4 

Purchased 

200 

„ @ Rs. 1.05 

>* 

6 

Issued 

400 

»» 


10 

Purchased 

400 

„ @ Rs. 1.20 

»» 

12 

Issued 

150 

** 


13 

Issued 

100 

»* 


16 

Purchased 

100 

„ @ Rs. 1.00 

»» 

22 

Purchased 

200 

„ @ Rs. 1.25 

»» 

31 

Issued 

300 

»» 



(B. Com., Delhi , 1983) 
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Q. 26. Prepare a Stores Ledger Account on the basis of LIFO method. 


material cost and control 


41 



-C J2 
CJ o 

a vs 
w <u 


8 2 

O' O' 



& 8. <2 £ 

® ® <§> @ 

w) io c/> v) (/> »> *2 


3 C G G C C C 

3 3 3 3 3 3 3 

O O O O O O O 

n rT CO CO VO ’T o 

(S (O M - - M M 


o 

C/3 

“> 5! 

•i 5 

£ i 

o <2 

>> 

h 

C3 

3 —< 

G 

ea 



-a 


• 

•o 



o 


o 



V) 


CO 


•o 

o 

3 

C3 

■g 

•o 

3 

ca 

■s 

V- 

-a 

3 

V3 

(/I 

*—< 

3 

On 

t/i 

CO 

3 

CL 

CO 

«/> 

M 


o vo oo jq 



a 

•< 


| 

c 

o 

rj- NO 

oo 

r* <N 

1 

3 

oo 

On Tf 

^ oj 

On 


O eo 

ON 

oo m 

On v*> 

On On 

a i 

e* 

*—« 

NO Tfr~ 

• ^ 
t3- 

r-~ «n 

O 

< 





v5 






Cm 






o 

u 

« 

g 




o 

G 

03 co 

c4 c6 

ON 




— 

eo 






CO 








2 

8 8 

g§§§ 


o-§ 

CN 

r- -*T 

NO «/-> 

oo 'O 


w 

c . 


oo 

Tf 

fS 

2 


3 ^ 



Tf 

O 


1* 


<N 

•n 

<n 


< 






V 


© 

o 

o 

co 

u 

3 

^ • 

On 


ON 

ON 

OO 

fS 

© 

•—• 

CO 






w 



o 

oo 

$ 

s 




CN 


CN 


Q/ 6 


| 


1 








1 « 



<N 

OO 


3 • 

1 o «*> 



8 

NO 

* 


1 £* 



— 

m 


i < 






o 


© 

O 

o 


«/» 


• 

ON 

<N 

• 

CO 

** 


On 

OO 

o 

a. 





§ 







. CO 
>».- 
X c 


9 

o 

oo 

o 


O' 3 


>/■> 

■ 1 

co 


5 6 






o z 

1 

>» 

i 

1 

1 



t- 





o 

3-T^OvOCO^I 



c 


-^ 


Q 

e3 
*—> 



1 



42 


RATHNAM’S COST AND MANAGEMENT ACCOUNTING 




O vo oo oo 

OO VO r~ £1 

o\ 

— <N — 


O o O ° 
O — (?) <N 
ON <» O 


© O O O 
<N VO <N rt 

N M — 


C/3 

GO C C C 
e rt c3 cG 


§ j: £ ^ 

S*§ = 




17 12.1982 Purchased 400 unils @ Rs. 2.50 each. 

25 12 1982 Issued 500 units to Job Y vide MR No. 30. 

"•(B.Com., Calicut, March-April, 1983) 



Ans. (a) Stores Ledger A/c—LIFO Method 

Receipts Issues Balance of Stock 
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Purchase _ Units _Rs. 

7.12.82 200 2.40 

Opening Stock 500 2.00 
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RATHNAM’S COST AND MA NAGEMENT ACCOUNTING 
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Reconciliation of Stock 
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Date of 
Purchase 

Qty. 

Units 

Rate 

Rs. 

Amount 

Rs. 

7.12.82 

300 

2.40 

720 

17.12.82 

400 

2.50 

1,000 


700 


1,720 


Q. 28. The following transactions occur in the purchases and 
issues of a material. 


Purchases 


Jan. 

2 

4,000 units @ Rs. 4.00 per unit 

Jan. 

20 

500 units @ Rs. 5.00 per unit 

Feb. 

10 

6,000 units @ Rs. 6.00 per unit 

March 

15 

4,500 units @ Rs. 5.50 per unit 



Issues 

Feb. 

5 

2,000 units 

Feb. 

12 

4,000 units 

March 

2 

1,000 units 

March 

5 

2,000 units 

March 

20 

3,500 units 


Prepare Stores Ledger Account using FIFO and LIFO methods. 


( B.Com ., Andhra , April 1981) 


Stores Ledger A/c—FIFO Method 
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RATHNAM’S COST AND MANAGEMENT ACCOUNTING 


O 29 From the following record of receipts and issues of 
coal and stores verification report calculate the price of issues 
charged out under “FIFO” and weighted average methods . 


1980 

April 1 Opening balance : 100 tons @ Rs. 50 per ton 

5 Issued 60 tons 

6 Received 120 tons @ 50.50 per ton 

7 Issued 50 tons (the stock verification report reveals a loss, 
of 1 ton) 

8 Received back from completed jobs 2 tons (previously 
” issued @ Rs. 50.25 per ton) 

9 Issued 80 tons. 

” (B. Com ., Andhra , April 1982 ) 


Ans. (a) Price of Issues charged out under FIFO Method 


5.4.80 

Issued 60 tons at Rs. 50.00 

Rs. 

3,000> 

7.4.80 

Issued 50 tons: 



40 tons at Rs. 50=2,000 

10 tons at Rs. 50.50= 505 

2,505 

9.4.80 

Issued 80 tons at Rs. 50.50 

4,040 

(b) 

Price of Issues charged out under Weighted 

Average 

5.4.80 

Method 

Issued 60 tons at Rs. 50.00 

3,000.00 

7.4.80 

Issued 50 tons at Rs. 50.375 (see note 1 below) 

2,518.75 

9.4.80 

Issued 80 tons at Rs. 50.3637 (see note 2 

4,029.10' 

below) 



material 

COST AND CONTROL 

- 

49 

Note : 1. 

Weighted average rate for Issue on 7.4.80 : 


1.4.80 

Opening balance 

100 tons @ Rs. 50 

5,000 

5.4.80 

Issued 

60 tons @ Rs. 50 

3,000 

5.4.80 

Closing balance 

60 tons @ Rs. 50 

2,000 

6.4.80 

Received 

120 tons @ Rs. 50.50 

6,060 



160 tons 

8,060 


Weighted average rate 

1=-^-= Rs. 50.375 per ton. 


for issue on 7.4.80 

1 1 ou 


Note : 2. 

Weighted average rate for issue on 9.4.80 : 


6.4.80 

Closing balance 

160 tons 

8,060.00 



50 tons . 

2,518.75 

7.4.80 

Issued 

ttF - - x 50.375 

1 10 tons 

5,541.25 



1 tons ... _ 

50,38 

7.4.80 

Shortage 

--X 50.375 

109 tons 

M90.87 

8.4.80 

Received back 

2 tons x 50.25 

100.50 


irom jods 



9.4.80 

Opening balance 

1 1 1 tons 

5,591.37 


Weighted average rate for issue on 9.4.80 = 


5591.87 

111 


= Rs. 50.3727 per ton. 


Q. 30. The following particulars relate to receipts and issues 
of a material during March i 982. 


1982 

March 4 Received 500 units @ Rs. 2.00 each. 

18 Received 350 units @ Rs. 2.10 each 

19 Issued 600 units 

24 Received 600 units @ Rs. 2.20 each 

25 Issued 450 units 

26 Received 500 units @ Rs. 2.30 each 

28 Issued 510 units 

30 Issued 100 units 

Prepare a Stores Ledger Account on the basis of (i) Last-in-First-Out 
(ii) Weighted Average Price Method. 


{B. ComAndhra , April 1983) 



Ans. (0 Stores Ledger A/c—FIFO Method 
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RATHNAM’S COST AND MANAGEMENT ACCOUNTING 

After inviting tenders, two quotations are received 


Q. 32. 
as follows : 

(a) Rs. 1.20 per unit. 

(b) Rs. 1.10 per unit plus Rs. 3,000 fixed charges to be 
added irrespective of units ordered. 

Advise with your arguments on whom orders should be 
placed and what quantity is to be ordered. 

The following additional information is available : 


Present stock 

Average monthly requirement 
Maximum level 
Minimum level 


35,000 units 
10,000 units 

80,000 units 
30,000 units 
(B. Com ., UtkaU 1981) 


Ans. 

1st Quotation 
2nd Quotation 

Difference 


Rs. 1.20 per unit 

Rs. 1.10 per unit 

» ■ ■ 

Rs. 0.10 per unit 


In order to cover the difference of Re 0 10 per unit (on the 
lower side) it should be ordered at least 30,000 units (i.e., Rs. 3,000/ 
0.10 = 30,000). At the level 30,000 units both parties will be same 

as follows : 

Rs. 

1st 30,000x1.20= 36,000 

2nd (30,000 X 1.10)+3,000= 36,000 

Hence at the level of 30.000 units, both parties will be same. 

Above 30,000 units, 2nd party will be cheaper. 

Less than 30,000 units, 1st party will be cheaper. 

What quantity is to be ordered It is to be decided on the 
basis of requirement. Lead Time, Carrying Cost (i.e.. Storage 
Cost) and Ordering Cost of an item. 

In this question all these particulars are not available. Based 

on the maximum level of 80,000 and present stock of 35,000 units 
it will be better to order for 45,000 units (80,000—35,000) on the 
2nd party who will be cheaper for more than 30,000 units as 
shown below : 


1st quotation 45,000 x 1.20= 

2nd quotation (45,000X 1.10)-f3,000 = 


54,000 

52,500 


Q. 33. The following quotation is received from a supplier 
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in respect of a material : 

Lot price 1,000 units — Rs. 5 each. 

2,000 units — Rs. 4.75 each. 

3,000 units — Rs. 4.00 each. 

Trade discount—25%. 

Freight charges per order—Rs. 100. 

Containers are charged at Re. 0.50 each. 

One container is required for every 100 units and if containers 
are returned within two months, credit would be received 
Re. 0.20 each. 

Calculate the material cost for 3,000 units assuming that 
purchaser decided to purchase this lot. 

(B. Com.. Calicut , Sept .- Oct. 1982) 


Ans. 

Purchase cost 3,000 units @ Rs. 4 each 
Less : Trade discount 25% 

Freight Charges 
Containers 30x0.50 


Rs. 

12,000 
3,000 

9,000 

100 

15 

9,115 


Less : Credit for return of the 

containers (assuming that 
these are returned within 
2 months) * 

30x0.20 

Total material cost for 3,000 units 


Q. 34. Discuss the consideration that influence the setting of 
maximum, minimum, and reorder stock level. Illustrate their 
computation by using the following information for a component 
•ZYP’ : 

Normal usage 50 per week 
Minimum usage 25 per week 
Maximum usage 75 per week 
Reorder quantity 300 
Reorder period 4 to 6 weeks. 

(B. Com ., Punjab , September 1983) 

Ans. Reorder level (ROL)=Maximum Reorder Period x maximum 
usage = 6 weeks X 75 = 450 units. 
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Maximum level = ROL - (Expected Minimum Consumption 
during minimum period) -f- Reorder Qty. 

450 — (25 X 4) 4- 300 = 650 units. 

Minimum Level = ROL — (Normal usage X Average reorder 
period) 

= 450 - (50 x 5) = 200 units. 

Q. 35. (a) Compute cost of raw material from the data given 

below : 


Opening Stock of Raw Materials 
Closing Stock of Raw Materials 
Expenses on Purchases 
Direct Wages 
Prime Costs 


Rs. 
10,000 
15,000 
5,000 
50,000 
1,00,000 


(b) Compute Re-order Quantity from the data given below : 


Annual usage of material 
Cost per unit of material 
Buying Cost per order 
Cost of carrying inventory 

Ans. 


(a) Prime Cost 

Less : Direct wages 


600 units 
Rs. 2.40 P 
Rs. 6 
20 % 

[B. Com. ( Pass ), Delhi , 1986} 


Rs. 

1,00,000 

50,000 


Material consumed 


50,000 


Materials purchased : Formula : 

Opening Stock4-Materials Purchased 4-Exp. on 
Purchases—Materials Consumed = Closing Stock. 

Materials Purchased-Closing Stock4-Materials Consumed 
— Op. Stock—Exp. on Purchases. 

= 15,000 + 50,000 - 10,000 - 5,000 = Rs. 50,000_ 


(b) Re order quantity is E.O.Q. _ 


i.O.Q. = ^ _C = 20% of 2.40 = 0.48 

I 2 x 600 x6 __ I 7200 / — 

V 0.48 V ' 0.48 ' V ’ 


2 AQ 
D 

Ik 600 x 6 
0.48 


= 122 Units. 
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Q. 36. A manufacturer buys certain equipment from outside 
suppliers at Rs. 50 per unit. Total annual need are 800 units. The 
following further data are available : 

Annual return on investment 10% 

Rent, insurance, taxes per unit per year Re. 1 

Cost of placing an order Rs. 100 

Determine the economic order quantity. 

(M. Com. Calcutta) 

Ans. 

C = Carrying cost of one unit per annum. 

Rs. 

10% of 30 3.00 

Add: Rent, insurance etc. 1.00 

4.00 

= y/ 40,000 =200 units. 

Q. 37. In manufacturing its product Z, a company uses two 
types of raw materials A and B in respect of which the following 
information is supplied : 

One unit of Z requires 10 kg. of A and 4 kg. of B materials, 
Price per kg. of A material is Rs. 10 and that of B is Rs. 20. Re¬ 
order quantities of A and B materials are 10,000 kg. and 5,000 kg. 
Reorder levels of A and B materials are 8,000 kg. and 4,750 kg. 
respectively. Weekly production varies from 175 units to 225 units 
averaging 200 units. Delivery period of A material is 1 to 3 weeks 
and B material 3 to 5 weeks. 

Compute : 

(i) Minimum Stock Level of A. 

<ii) Maximum Stock Level of B. 

IB. Com. (Pass), Delhi , 1987] 

Ans. 

(i) Minimum Stock Level of A : 

Formula : Reorder Level—(Normal usage per period X 

Average reorder Period). 

= 8,000 - (200 x 10 = 2,000 x 2 weeks). 

= 8,000-4,000 = 4.000 kgs. 




80 0x100 
4 
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(ii) Maximum Stock Level of B : 

Formula : Reorder Level —Minimum Consumption during 
minimum delivery time-I-Reordering quantity. 

= 4,750 —(700 x 3 weeks) + 5,000 
= 4,750-2,1004-5,000 = 7,650 kgs. 

Note : Minimum consumption 175 units at 4 kg. = 700 kg. of B. 

Q. 38. The following information relating to consumption of 

3 # Nut bolts in Bharat Engineering Co. Ltd., are gathered from the 

stock register : 

Normal consumption 72 P cs P er wcek 

Maximum consumption 100 P cs P er week 

Minimum consumption 50 P cs P er week 

Ordering quantity 250 pcs per week 

Delivery time to get fresh supply : 

X1 f 1 Determine different stock levels for 

Normal—2 weeks i y nut bolts assuming that the fac- 

Emergcncy—3 days J (ory worlcs 6 days in a week. 

(B. Com., A.P. Open Uuiversily ) 
(December 1986 and August 1987 ) 


Ans. 


Reorder level (ROL) = Max. reorder period x Max. usage 

= 2 weeks x 100 = 200 pcs. 

Maximum level = ROL-(Minimum consumption x Mini¬ 
mum Reorder period) + Reordering 
Qty. 

= 200 —(50xi week)+ 250 
= 200-25 + 250 = 425 pcs. 

Minimum level = ROL-(Normal Usage x Average Re- 

order period) 

= 200 —(72x 1 J) (see note below) 

= 200-90=110. 


Average stock level 


_ Maximum Level4-Minimum level 


4254-110 


2 

535 


= 268 pcs. 


Note : Average re-order period : 

Normal = 2 weeks 
Emergency = 3 days i.e. \ week. 

2-Li 

Average =—-— = li weeks. 
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Q. 39. The following information is 
material R. 30 : 
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available in respect of 


Re-order quantity 
Re-order period 
Maximum consumption 
Normal consumption 
Minimum consumption 


= 1,500 units 
= 4 to 6 weeks 
= 400 units per week 
= 300 units per week 
=-150 units per week 


Calculate : 

(a) Re-order level; 

(b) Minimum level; 

(c) Maximum level; and 

(d) Average stock level. 

[B. Com. (Pass), Delhi, 1985) 


Ans. 

(a) Re-order level = Maximum Re-order period X Maximum 

Usage. 

= 6 weeks x 400 units. 

= 2,400 units. 

(b) Minimum Level = Re-order Level - (Normal usage per 

Period x Average Re-order Period). 

= 2,400-(300x5 weeks) 

= 2,400-1,500 = 900 Units). 


(c) Maximum Level =Re-order Level-(Minimum usage X 

Minimum Re-order Period)-!-Rc-order 
quantity. 

= 2,400 —(250 X 4)+ 1,500 


= 2,900 Units. 

/ j\ » o. i t i Max. Level+Min. Level 

(d) Average Stock Level --~- 


2.900-4-900 


= 1,900 Units. 


Q. 40. Given annual usage of a material 600 units, ordering 
costs are Rs. 12 per one order, price of material is Rs. 20 per unit, 
and cost of storage is 20% of inventory value, find out economic 
order quantity. 

( B . Com., Calicut, September/October 1982) 


Ans. 




2 x 600 x 12 


C M 207o of 20 
y/ 3600 =60 units. 




Labour Cost, Remuneration and 

Incentives 


O. 1. Alphas Co. pays its labourers a guaranteed wage of 
Rs. 2 per hour. In addition a Bonus is paid for effective produc¬ 
tion and time saved @ Rs. 2 per hour. Calculate the amount of 
wages and Bonus earned by each of the following workers._ 


Worker 


Hours 

Worked 


Standard Output 
per hour 


Actual 

Output 


A 

40 

80 

units 

3,360 units 

B 

38 

80 

units 

3,648 units 

c 

40 

80 

units 

3,000 units 




(B. Com., Andhra , 1986) 


Ans. Stt. of Wages and Bonus earned 


Worker 

Standard 
hours for 
actual 
output 

Hours 

worked 

Time 

saved 

Wages 

Rs. 

Total 

Bonus earnings 
Rs. Rs. 

A 

3 ’ 360 - ,42 40 

2 

80 

4 

84 

B 

C 

80 

3,648 

38 

40 

7.6 

76 

15.20 

91.20 

80 

3,000 

'80 ~ 37 - 5 


80- 

— 

80.00 


Q. 2. The worker is paid 50 paise per hour and 6 days 
working week contains 42 hours. The daily allowance for approved 
absence from his place of work, maintenance of machine etc. is 12 
minutes and his job cards show that his time chargeable during the 
week to various cost centres is as follows : 

Job No. 305 20 hrs. 

„ 310 10 hrs. 

320 8 hrs. 
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Time unaccounted for is caused by power failure. Show how 
waees for the week would be dealt within the cost accounts. 

B (B. Com. Hons., Delhi) 

Ans. 

Wages earned by the worker = 42 hours at 

Re. 0.50 per hour 
= Rs. 21.00 


Treatment of wages in 

Cost A/cs. 



Rs. p. 

Debit Job No. 305 

20 Hrs. 

X 

0.50 

«= 10.00 

„ Job No. 310 

10 Hrs. 

X 

0.50 

= 5.00 

„ Job No. 320 

8 Hrs. 

X 

0.50 

= 4.00 


19.00 


Debit Factory overheads a/c. 


Allowance for approved 

absence 12 minutes x 6 = 72 minutes 


at 0.50 p. per hour 

0.60 

Debit Costing P & L a/c. 


Power failure (abnormal) 

Balance 2 hours 48 minutes 
at Re. 0.50 per hour 

1.40 

Total wages 

21.00 


Q. 3. The normal working ueek in a factory is 44 hours. A 
worker is paid Rs. 5.CO an hour, overtime at U times the hourly 
rate and a bonus of Rs. 2.50 for every 100 articles produced in 
excess of 5.000 per week. Calculate his wages for a week from the 
following particulars taken from his time and job card. 


Day 

In 

Out 

In 

Out 

Output 

Friday 

8.00 

12.00 

1.00 

5.30 

950 

Saturday 

8.00 

11.30 

— 

— 

545 

Monday 

8.30 

12.00 

1.00 

8.00 

1,106 

Tuesday 

8.00 

12.00 

1.00 

6.00 

1,052 

Wednesday 

8.00 

12.00 

1.00 

6.30 

1 ,C02 

Thursday 

8.00 

12.00 

1.00 

7.00 

1,112 


( B. Com , Poona) 
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Ans. 


Overtime at 


Day 

Total Hrs. 
worked 

Normal 

time 

Single I 
rate 

1£ times 
rate 

Friday 

8.30 

8 

0.30 

— 

Saturday 3.30 

Monday 10.30 

Tuesday 9 

Wednesday 9.30 

3.30 

8 

8 

8 

1 

1 

1 

1 

1.30 

0.30 

1 

Thursday 

10 

8 

Total 

51 

43.30 

4.30 

3 

On day basis : 



Rs. 


Normal wages 
Overtime at single r 
Overtime at 1 J rate 

Total 

On week basis : 

Normal wages 
Overtime 

Total 



43.30 X 

5.00 = 

217.50 

e 

4.30 x 

5 - 

22.50 


3 X 

7.50 = 

22.50 


51 Hrs. 


262.50 

44 

x 5 


220.00 

7 

X 7.50 

- 

52.50 

51 



272.50 


Whichever beneficial is to be paid to workman, i.e., Rs. 272.50 
in this. 


Total output in the week 

= 

5,767 

5,000 

Excess output 


767 

2.50 

Bonus 767 X jqq 

= Rs. 

19.18 

Wages & Overtime 

= Rs. 

272.50 

Total wages 

= Rs. 

291.68 


Q. 4. A Company’s basic wage rate is 1.50 per hour and its 
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overtime rates are : . . ._ 

Evening — Time plus one-third time 

Weekends — Double the time 

During a year the following hours were worked : 

Normal time — 2,20.000 hours 

Evenings — 20,000 hours 

Weekends — 10.000 hours 

You are required to calculate the labour rate chargeable in 

each of the following circumstances : 

(a) Where overtime is worked regularly throughout the year 
as company policy due to labour shortage. 

(b) Where overtime is worked irregularly to meet urgent 
production requirements from time to time. 

(c) Where overtime is worked specifically at the customer’s 
request for quicker delivery. 

( B. Com ., Andhra , April 1987) 

Ans. Overtime rates : 

Evening : Time+4 Time i.e. 1.50+$ — Rs. 2.00 per hour. 

Overtime premium 2.00 —1.50= Re. 0.50 per hour. 
Weekends : Double the time i.e., 1.50 x 2 = Rs. 3.00 per hour. 

Overtime Premium 3.00 - 1.50 = Re. 1.50 per hour. 

Year Results :— Rs. 

Normal time = 2,20,000 x 1.50 = 7,30,000 

Evenings = 20,000x2.00 = 40,000 

Weekends - 10,000x3.00 = 30,000 

Total 2,50,000 4,00,000 

Average rate of wages = 2^0*070 = Re ‘ 1,60 per hour * 

Solution :— 

(a) In this case, overtime becomes a Part of Labour Cost. 
Job is to be debited with an inflated rate (average) of 
Re. 1.60 per hour instead of a basic wage rate of Re. 1.50 
per hour. 

(b) Job is to be debited at Rs. 1.50 per hour. 

Overtime Premium is to be calculated at Re. 0.50 or 
Rs. 1.50 depending upon the evening or weekend. Then 
Overtime Premium Cost is to be debited to factory 
overhead a/c. 

(c) In the Case, both the basic wages and overtime Premium 
Cost are to be debited to Job and charged to the 
Customer. 

Note :—If the overtime is done due to abnormal circumstances, the 
overtime Premium Cost is to be debited to the Costing P & 
L a/c. 
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Q. 5. In an engineering works, the standard time for a job is 
16 hours and the basic wage is Re. 1 per hour. A bonus scheme is 
instituted so that worker is to receive his normal rate for hour 
actually worked and 50% for the hours saved. 

Materials for the job cost Rs. 20 and overheads are charged 
on a basis of Rs. 2 per labour hour. 

Calculate the wages and effective rate of earning per hour if 
the job is completed (i) in 12 hours and (ii) in 14 hours. Also 
ascertain factory cost of the job on the same basis. 

(A/. Com., Agra ) 


Ans. 


• 

(0 

(ii) 

Standard Time-hours 

18 

16 

Job completed in hours 14 

14 

Time saved 

4 

2 


Rs. 

Rs. 

Wages 

12 x 1 = 12 

14x1 = 14 

Bonus 

i x 4 x 1 =2 

$ x 2 x 1 = 1 

Total Wages 

14 

15 

Materials 

20 

20 

Overheads 

12x2 = 24 | 

14x2=28 

Factory cost 

58 

63 

Effective rate of 

14 

yy = Rs. 1.17 

j| = Rs. 1.07 

14 

earning per hour= 


Q. 6. From the following particulars, prepare the labour 
cost per man-day of 8 hours : 

(a) Basic salary plus dearness allowance per month—Rs. 200. 

(b) Leave salary payable to workman—5%. 

(c) Employer’s contribution to Provident Fund—8% of (a) 
and (b). 

(d) Employer's contribution to State Insurance—2.5% of (a) 
and (b). 

(e) Pro-rata amenities to labour—Rs. 17 95 per head per 
month. 

(f) Number of working days in a month—25 days. 

(B. Com., Calicut , Sept./Oct. 1982) • 
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Ans. 


Statement showing the labour cost 
per man-day of 8 hours 


Particulars 


Rate 


Amount per 
month 


(a) Basic Salary +D. A. 

(b) Leave Salary 

(c) Employer’s contribution 
to P.F* 

/ d ) Employer’s contribution to 
State Insurance 
(e) Pro-rata amenities to 
labour 

Total labour cost 


5% of 200 

8% of a & b 
i.e., 8% of 210 

2.5% of 210 


200.00 

10.00 

16.80 

5.25 

17.95 

250.00 


250 

Labour cost per man-day of 8 hours=-^j- = Rs. 10.00 


Note: Labour Cost per man-hour =— =Rs. 125 


O 7- From the following data, prepare a statement showing 
the cost per day of 8 hours of engaging a particular type of labour. 

(a) Monthly salary (basic plus D.A.): Rs. 400. 

(b) Leave salary payable to workmen 5% of salary. 

(c) Employer’s contribution to Provident Fund 8% of salary 
(a+b). 

(d) Employer’s contribution to State Insurance 2% of salary 
(a + b). 

(e) Expenditure on amenities to labour Rs. 16.60 per head per 
month. 

(f) Number of working hours in month: 200. 

(B.Com., Andhra , April 1982) 

Ans. Statement of Labour Cost per days of 8 hours 

No. of working hours: 200 in a month (i.e. 25 working days in a 

month) 
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Particulars 


Amount 

Rs. 


(a) Monthly salary (basic plus D.A.) 400.00 

(b) Leave salary payable to workmen at 5% of salary 20.00 


Total (a+b) 

(c) Employer’s contribution to Provident Fund at 8 % 
of salary (a + b) 

(d) Employer’s contribution to State Insurance at 2% of 
salary (a + b), i.e. 2% of 420.00 

(e) Expenditure on amenities to labour 


420.00 

33.60 

8.40 

16.60 


Total labour cost per month 


478.60 


478.60 

Labour cost per day of 8 hours = —^ 5 — 

=Rs. 19-144 


Note: Labour Cost per hour 


478.60 

200 


= Rs. 2.393 


Q,. 8. Calculate the normal and overtime wages payable to a 
worker from the following data: _ 


Days 

Hours worked 

Monday 

8 

Tuesday 

10 

Wednesday 

9 

Thursday 

11 

Friday 

11 

Saturday 

5 

Normal working hours 8 per day. 
hour. 

Normal wage rate 


Overtime rate—up to 9 hours day at single rate and over 9 hours 
day at double rate of Rs. 2 per hour. 

Or 


Up to 48 hours in a week at a single rate and over 48 hours at 
double rate. The method which is more beneficial to the worker has 
to be applied. 

( B.Com.y Andhra , Apr . 1981) 


LABOUR COST, REMUNERATION AND INCENTIVES 
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Ans. 


Overtime Hours 


Day 


Hours Hours at 
worked normal rate 


at single 
rate 


at double 
rate 


Monday 

Tuesday 

Wednesday 

Thursday 

Friday 

Saturday 


Total 


8 

10 

9 

11 

11 

5 

54 


8 

8 

8 

8 

8 

5 

45 


2 

2 


Normal wages at Normal wage rate 
Overtime wages at single rate 
(i.e. normal wage rate) 

Overtime wages at double rate 

Total 


45 X 1.00=45.00 


4x1X0 

5X2.00 

54 


4.00 

10.00 

59.00 


If overtime wages are calculated on w ^ k ' y 1 b 0 a () s !i 48 00 
Normal wages at norma rate * VoO = 12 00 

Overtime wages at double rate 6X2.00 \2.00 

54 60.00 


Total 


The second method is more beneficial in this case. Hence the 
worker has to be paid for Rs. 60. 

Q,. 9. A company's basic wage rate is Rs. 3.00 per hour and its 
overtime rates are: 

Evenings Time and one-third 

Weekends Double time 

During the previous year the following hours were worked: 

Hours 

Normal time 2 ’20 000 

Time plus one-third 20.UUU 

Double time 10,uw 



Job-A 

Clock hours 

Job-B 

Clock hours 

Job-C 

Clock hours 

Normal time 
Evening overtime 
Weekend overtime 

3,000 

300 

100 

5,000 

600 

50 

4,000 

1,050 

300 

Total 

3,400 

5,650 

5,350 
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You are required to calculate the labour cost chargeable to each 
job where overtime is worked regularly throughout the year as the 
company policy dnc ,o labour ahori.go ^ ^ ^ „„ „ 

B. Com., Calicut, MarclilApr. 1983) 


Ans. 

Basic wage rate 
Evening overtime rate 
Weekend overtime rate 


= Rs. 3.00 per hour 
= 3 x l 5 = Rs. 4.00 per hour 
= 3 x 2=Rs. 6.00 per hour 


Annual wages during the previous year: 

Rs. 

22001 0 x 3.00=6,60,000 
20000x4.00= 80,000 
10000x600= 60,000 


Normal time 
Evening overtime 
Weekend overtime 


Average labour cost per hour 


250000 hours 8 , 00,000 

8^00000 3 20 per hour. 

2,50,000 


s-ESSSSSS 

will become the part of labour cost. 

Job A 3,400X3.20=10,880 

JobB 5,650X3.20=18,080 

Job C 5,350X3.20=17,120 

Note 1- In the above case, if the overtime is done normally now 
and^hen to meet the production requirements, the posit.on will be 

f °"? n S fhis case normal wages and overtime at single rate should be 
chaJged toTobs. Overtime extra rate should be treated as overhead. 

Job A Job B Job C 

Rs. Rs- Rs - 


Labour cost 
Overhead 

Total 

Total wages paid 


3400x3.00 
= 10200 


5650 x 3 00 
= 16950 


5350x3 CO 
= 16050 


300 x 1.00 
= 300 
+100 x 3.00 
= 300 
=600/- 


6C0x 1.00 1050 x 1.00 

= 600 =1050 

+ 50x3.00 +300x3 

= 150 =900 

= 750/- =1,950/- 


10,800 


17,700 


18,000 
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———' T ”“. 

300X4.00=1*200 
100 X6.00= 600 


Job-A: 


3,400 


10,800 


Job-B: 

Total 

Job-C: 

Total 


5,000x3.00=15,000 

600X4.00= 2,400 
50X6.00= 300 


5,650 


17,700 


4,000X3.00=12,000 

1,050X4.00= 4,200 

? 00 x 6 . 00 = 1,800 


5,350 


18,000 


customer t o°X‘7o ZXXL'&fr & X 

WllI In e .hL f ^se WS normal wages, overtime at single rate and extra rate 

j.e„ total should be charged to jobs as follows. 

Job . A Job-B Job-C 

Rs. Rs- Rs - 

in R00 17,700 18,000 

Labour cost 10.8UU i/,/w 

{as calculated above) 

3. If overlime is done due to abnormal circumstances, 
time extra rate should be debited to costing P & L a/c. i.e. 

600+750+ l,950 = Rs. 3,300 

Q.. 10. Calculate the earnings of earnings of "each 

following particulars for a month and allocate th ° 

to jobs X, Y and Z. 


(a) Basic wages (Rs ) 

(b) Dearness allowance 

(c) Provident Fund (on basic wages) 

(d) Employees’ State Insurance 

(on basic wages) 

(e) Overtime 

(f) Idle time and leave 


A 

B 

100 

100 

50% 

55% 

8% 

8% 

2% 

2% 

1 0 hrs' 

— 

_ 

16 hrs. 
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The normal working hours for the month are 200 hours. Over¬ 
time is paid for at double the normal rate plus DA. Employer’s 
contribution to State Insurance and Provident Fund are at equal 
rate with the employee's contributions. The month has 25 working 
days and one paid holiday. 

The two workers were employed on jobs, X, Y and Z in the 
following proportion: 

JOBS 

_ X Y _2^ 

A 40 30 30 

B 50 20 30 


Overtime was done on job Y. (Nf.Com. — S. V. — 1981) 

Ans. Calculation of Earnings of A and B 

for a month and Labour Cost 




A 

Rs. 

B 

Rs. 

Basic wages 


100.00 

100.00 

Dearness allowance (DA) 

50.00 

55.00 



150.00 

155.00 

Overtime: 

200 

x 2 = 1.50 per hr. 

X 10=15.00 

• 

Earnings 


165.00 

155.00 

Provident Fund- 

Employers’ 



contribution 

8.00 

8.00 

ESI - „ 


200 

2.00 

Total labour cost 

« 

m 

175.00 

165.00 


Labour cost per hour 


150+10 

200 


0.80 


165 

200 


=0.825 


ALLOCATION TO JOB: 

PARTICULARS 

JOBS 

X Y 

Z 

A’s labour cost at Rs. 0.80 per hr. 

32.00 

16.00* 

24.00 

Overtime on Job Y (10 hrs.) 

— 

15.00 

— 

B’s labour cost at Rs. 0.825 per hr. 

41.25 

16.50 

24.75 

Total 

73.25 

47.50 

48.75 
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labour COST, remuneration and incentives 

Note: JOB Y=20 hrs. @ Rs. 0.80=Rs. 16.00 

Tota . 10 hours 0vertime =Rs. 15.00 
lotal 30 hours 

O 11 (a) The No. of workers on rolls a.^ g C—ement 

!2S5SS« S." * 

assuming the basic time rate ,s -0pa.se per ^ ^ ^ 

Ans. (a) Average number of workers 

__ 10 ,000+8,000 __g qqo 

2 

Flux method: Labour Turnover 

No. of £enaration + No. of replace jnents^ x 10 q 
A verage number of workers 

= lj500+1.200 x 10n== 3 0 % 


9,000 


Hrs / 

(b) Time allowed (TA)=-j -j 


minutes 

00 


Hours worked (HW) =0-40 or y hour 


Time saved (TS) 


: 0—20 or y hour 


Halsey Plan: 

E=HWxRH + (yjy*TSxRH) 

= yX0.50+( 50XyX0.50 ) 
=0-33+0.08 = Rs. 0 41 


Rowan Plan: 

E=HWxRH+|^xHWxRH } 

-t x0 -5°+ (H x f x0 - 50 ) 

=0.33+0.17=Rs. 0.50 
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Q,. 12. The standard hours of job X is 100 hours. The job can 
be completed by A in 60 hours, B in 70 hours and C in 95 hours. 
The bonus system applicable to the job is as follows: 


Percentage of time saved 
to time allowed 


Bonus 


Saving up to 10% 
from 11 % to 20% 
from 21% to 40% 
from 41% to 100% 


10% of time saved 
15% of time saved 
20% of time saved 
25% of time saved 


Rate of pay is Re. 1 per hour. Calculate the total earnings of 
each worker and also the rate of earnings per hour. 

Andhra , April 1980) 

Ans. Statement of Total earnings of each worker and rate of 

earnings per hour 


Particulars 

A 

B 

C 

Standard hours of job X 

100 

100 

100 

Time taken 

60 

70 

95 

Time saved 

40 

30 

5 

% of time saved to time allowed 

40% 

30% 

~5% 

If saving is up to 10% i.e. 10 hours 
saved, Bonus is 

Rs. 

Rs. 

Rs. 

10 hrs.x 1 . 00 X 10 % 


10% of time saved = 

J.00 

1.00 

0.50 

From 11 % to 20% i.e. another 




10 hours 

10 hrs.x 1.00x15% 


saved, Bonus is 

15% of time saved = 

1.50 

1.50 

nil 

From 21% to 40% i.e. another 




20 hours 

20 hrsx 1.00 X 20% 


saved. Bonus is 

20% of time saved = 

4.00 

2.00 

nil 

Total Bonus earned 

6.50 

4.50 

0.50 

Wages 

60.00 

70.00 

95.00 

Total earnings 

66.50 

74.50 

95.50 

Rate of earnings per hour 

1.11 

1.064 

1.005 
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Ans. 

Standard production in 8 hours = 8x 10 = 80 units. 

, ^ t • 1-00 
Normal wage rate=Re. 1.00 per hour i.e. -rjr- 


Worker X = 60 units, below standard. 

Wages 60X0.10x75%=Rs. 4.50 
Worker Y=100 units. Above standard. 


Re. 0.10 per unit* 




•\ ^ 


Wages= 100x0.10x 125%=Rs. 12.50 


Q,. 15. A worker takes 9 hours to complete a job on daily wages 
and 6 hours on a scheme of payment by results. His day rate is 75 
paise an hour, the material cost of the product is Rs. 4 and the over¬ 
heads are recovered at 150% of the total direct wages. Calculate the 
factory cost of the product under (a) Rowan plan and (b) Halsey 
plan. ( B.Com ., Poona—adopted) 

Ans. 


Time Saved is 9—6 = 3 hours. 


Statement of Factory cost 

Rowan Plan Halsey Plan 


Formula E = HWxRH 

H-(^-xHWxRh) 
= 6x0.75 
+ (-|-x6x0.75 ) 

= 4.50 + 1.50 

Total Direct 
wages =6.00 

Material =4.00 

Overheads at 
150% of total 
direct wages =9.00 


E =HW+RH 

+ ( T^d XTS xrh ) 

=6x0.75 

+ (-§^3X0.75 ) 
= 4.50+1.13 

= 5.63 
= 4.00 


= 8.44 


Factory cost = 19.00 


= 18.07 


Q,. 16. A worker takes 9 hours to complete a job on daily wages 
and 6 hours on a scheme of payment by results. His day rate is 75 
paise per hour; the material cost of the product is Rs. 4 and the 
overheads are recovered at 150% of the total direct wages. Calculate 
the factory cost of the product under: 



LABOUR COST, REMUNERATION AND INCENTIVES 


75 


(a) Piece work Plan 

(b) Rowan Plan 

(c) Halsey Pian. 


( B.Com ., Andhra April 1987) 


Ans. 

First let us find out Labour Cost as follows: 

Rs. 

(a) Piece work plan 6x0.75= 4.50 

(b) Rowan Plan: 

Formula: HWxRH+(^|xHWxRH ) 

= 6x0.75 + (-|-x6x0.7S ) 

= 4.50+150 = 6.00 

(c) Halsey Plan: 

Formula: HWxRH+(j^xTSxRh| 

=6x0.75+(^x3x0.75 ) 

=4.50 +1.13 = 5.63 


Factory Cost of the Product (Rs.) 



(a) Piece Work 

(b) Rowan 

(c) Halsey 


Plan 

Plan 

Plan 

Material 

4.00 

4.00 

4.00 

Wages 

4.50 

6.00 

5.63 

Overheads at 150% of 
Wages 

6.75 

9.00 

8.45 

Factory Cost of the 

Product. 

15.25 

19.00 

18.08 


Q,. 17. In a manufacturing Company the daily wages rate guaran¬ 
teed for a worker is Rs. 1.87 and a standard output fixed for the 
month is 1,000 articles, representing 100 per cent efficiency. The 
daily wages rate is paid without bonus to those workers who show 
upto 66.2/3 per cent of the efficiency standard. Beyond this, there is 
a bonus payable in a graded scale in a fixed ratio to the increased 
output as under: 

Efficiency Bonus payable 


90% 

100 % 


10 % 

20 % 
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Further increase of one per cent for every 1 per cent further rise 
in efficiency. 

Find out the total earnings of A, B, C and D who have worked 
for 26 days in a month. Worker output is: A-500 articles, B-90Q 
articles, C-1,000 articles and D 1,100 articles. ^ 

pfO U& (B.Com. t Punjab) * 0 

?• ’ i ° 

Ans. Statement of Total Earnings 


Worker A 

B 

c 

D 

Output—Articles 500 

Efficiency % 

900 

1,000 

1,100 

Actual output ^ 1Q0 




" Standard output ' 


ss-- 



a-" 

1,00 X100 
1000 x100 

50% 

90% 

100% 

110% 

Bonus payable Nil 

10% 

20% 

20%+ 10% 
=30% 

Rs. 

Rs. 

Rs. 

Rs. 

Wages 

1.87x26 = 48.62 

48.62 

48.62 

48.62 

Bonus — 

4.86 

9.72 

14.59 

Total Earnines 48.62 

53.48 

58.34 

1 63.21 


Q,. 18. In a factory where Rowan plan is introduced, workers— 
and 4 Y’—can earn Rs. 32 and 33.75 respectively on a job for 
which standard time fixed is 12 hours. The rate is Rs. 3 per hour. 
Calculate what would be their earnings, if Halsey plan on 50:50 
basis had been allowed. 

(B. Com., A.P. Open University , August 1987) 

Ans. 

Working Notes 

Standard Time, i.e. Time allowed is 12 hours. 

Hours Worked (HW)—to be ascertained. 

Formula: Rowan Plan: 

E=HWxRH+^—“XHWxRH ) 

Or 
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E = HWxRH + (- TA ta H - xHWxRH ) 


TA 

Or 


E-[ HW+(™=!2xHw)>H 


Worker X: 

32=£ HW + 
Let HWbeX 


( J 


2—H W 
12 


XHW 


)] 


Then 32=[ X+(-!2g*-) x] 3 

32 _ Y 12—X 
1 X + 12 ~ X 
32__ I2X+Q2—X)X 

T 12 

12 = 12X+12X—X 2 

X 2 —24X+128=0 

„ 24±V (-24) 2 -4x I X 128 

A= 2 x 1 

24±V 576 — 512 = 64 
X-=- 2 

v- 24±8 
X 2 

24 + 8 


i.e. = 


— 16 or 24 2 - 8 =8 HW 


Hours worked in case of worker 

Similarly Hours worked in case of worker Y = 9. 

Solution: ' 

X 

TA 12 

HW 8 

Time Saved (TS) 4 


Y 

12 

9 


Halsey formula: 


E=HWxRH+ 


( 


50 

100 


XTSXRH 
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Worker X: =E=8x3+(-^ Q x4x3 ) 
=24-f 6=Rs. 30 

Worker Y: = E=9 x 3+( x3 x 3 ) 

= 27 + 4.50=Rs. 31.50 


Q. 19. Following information was collected from the books of 

ended 31st December 1985: 

Rs Rs. 

. 24,00,000 


6,01,000 


Sunrise Ltd. for the year 
Sales 

Less: Variable Costs: 
Materials 
Direct Labour 
Factory Overheads 
Sales Overhead 


5,19,000 

3,20,000 

1,90,000 

- 16,30,(00 


7,70,0( 0 

Less: Fixed Overhead 5,30,000 

Profit 2,40,000 


Actual number of hours of direct labour 2,(6,000 (which 
include 4,000 hours of training, half of which is unproductive). Due 
to delay in filling vacancies, 6.0C0 potential direct hours were lost. 

Cost of re-employment: Separation cost Rs. 25,630, Selection cost 
Rs. 32,080, Recruitment cost Rs. 23,140 and Training cost Rs. 31,160. 
Calculate profit lost due to labour turnover. 

( C.U . M. Com., 1985) 


Ans. 

Profit lost due to labour turnover consists of (a) loss in contribu¬ 
tion due to lower production and (b) cost of re-employment. 

(a) Loss in contribution: 

Actual effective Direct Labour 
Hours (DLH) 2,<)6,000-(4.000x 50%) 

=2,04,000. 

Contribution per D.L.H. = ^’^’qqq = Rs. 3.7745 

D.L.H. Iost=6,0004-(4,000x50%) 

= 8 , 000 . 

Loss in contribution = 8,000x3.7745 = Rs. 30,196 

(b) Cost of re-employment 1,12,010 

Profit lost due to labour turnover (a + b) =Rs. 1,42,206 
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Problems on Overheads 


Q,. 1. The following figures are extracted from the accounts of 
a manufacturing concern for the month of April 1986. 


Production Department 


Service Department 


Power and light 
Rent and rates 
Insurance-assets 
Labour amenities 


Indirect Material. Direct Wages. 


A 

4750 

4500 

B 

6000 

5500 

C 

1000 

1500 

X 

7500 

5000 

Y 

2000 

3250 


Rs. . 
30,000 
14,000 
5,000 
15,000 


Depreciation to be charged at 6% on asset values. 

From the above information and the following Departmental 
data, calculate the overhead charges of the production department 
including service department charges with the information that 
service department is maintenance department and service depart¬ 
ment Y is stores department. Ignore inter-service departmental 
transfers. 


Departments. 

Items 


Production 

Service. 


A 

B 

C 

X 

Y 

Area (sq. ft.) 
Capital value of 

2000 

2000 

1500 

1000 

500 

Assets. (Rs.) 

500000 

600000 

400000 

300000 

200000 

Kilowatt-hours 
Number of 

500 

550 

320 

300 

100 

employees 

Direct Labour 

45 

60 

15 

20 

10 

hours 

Number of 

3600 

3200 

2200 



requisitions. 

450 

300 

250 




( B . Com. Andhra y April 1987) 


Statement of Overhead Charges. (Rs.). 
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PROBLEMS ON OVERHEADS 


Q. 2. The budget of a Machine Shop 
Normal working week 
Number of machines 
Hours spent on maintenance in a week 
(normal loss) 

Estimated annual overhead 
Estimated direct wages rate 
Number of working weeks in 1984-85 


for 1984-85 is as follows: 

42 hours 
15 

5 hours per machine 

Rs. 5,55,000 

Rs. 3 per machine hour 

50 


The actuals in respect of a 4-week period in 1984-85 are: 


Overhead incurred Rs. 49,000 

Wages paid Rs. 7,500 

Machine hours operated 2,400 


Calculate (i) the overhead rate per machine hour for 1984-85, 

(ii) the amount of under or over-absorption of overhead and 
wages in respect of the 4-week period. 

( B . Com. (Hons.), Delhi 1986) 


Ans. 


i. Effective working hours in a week 

II 

1 

II 

37 

Total effective working hours 
= 37 x 50 weeks X 15 machines 

= 

27,750 

Overhead rate per machine bour= 

Annual overhead 
Machine Hours 


= 

5,55,000 . 

27,750 

Rs. 20 

ii. (a) Overhead incurred 


Rs. 

49,000 

Overhead absorbed 2,400x20= 


48,000 

Under absorption of overhead 


1,000 

(b) Wages Paid 


7,500 

Wages absorbed 2,400X3 


7,020 

Under-absorption of wages 


300 


Q,. 3. Naidra Enterprises has two departments A and B. Work is 
done manually in department A and through machines in Depart¬ 
ment B. You are required to compute: F , 
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(i) Direct labour cost percentage. 

(ii) Machine hour rate method of absorption of Overheads. 

From the annual data given below: 

Direct wages Rs. 1,00,000 

Factory Overheads allocated to Department A Rs. 60,000 

Factory Overheads allocated to Department B Rs. 90,000 

Factory Overheads not traceable directly to both Departments 
amount to Rs. 20,000 and are to be shared equally between the two 
Departments. 

There are 5 machines of similar size and specifications. Each 
machine works 40 hours in a week. Each machine remains idle on 
account of repairs and holiday, etc., for 80 hours annually. 

( B. Com. (Pass) Delhi , 1987) 


Ans. 

(i) Direct Labour Cost percentage—Dept. A. 


Totol Factory Overheads = 60,0004-10,000 = 

T , ^ o/ Factory Overheads w 

D.rect Labour Cost/ 0 = birec{ Labour Cost * 100 


Rs. 70,000 


70,000 

1 , 00.000 


X 100 


= 70% 


(ii) Machine hour rate method of absorption—Dept. B. 

Total Overheads = 90,000+10,000=Rs. 1,00,000. 

For each machine =1,00,000+ 5=Rs. 20,000 

Mo. of machine Hours: 

Total hours=52x 40= 2,080 

Less: Idle on a/c. of repairs 

holidays etc. 80 


Mo. of machine hours in a year 2,000 for each machine. 


Machine hour rate= 


Factory Overhead __ Rs. 20,000 
Machine Hours 2,000 hours 


=Rs. 10 per machine 
hour. 


Q. 4. The following information relating to the production 
operations of Nalanda Fabricators for 1983 at standard capacity has 
been collected: 
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Direct Labour Cost: 

Rs. 1,00,000 

Machining 

Rs. 

50,000 

Assembling 



Floor Space Occupied: 



Machining Department 

60 

per cent 

Assembling Department 

30 

per cent 

Factory Office 

10 

per cent 

Factory Overheads traceable to Departments: 



MachiniPfl Oennrtmgnt 

Rs. 

92,000 

Assembling Department 

Rs. 

53,000 

Factory Office 

Rs. 

41,000 

Factory Overheads not traceable to Departments: 



Factory Rent, Taxes and Insurance 

Rs. 

10,000 


It has been decided that the costs of Factory Office, which is a 
Service Department, can be equitably apportioned to other Depart¬ 
ments on a direct labour cost basis. 

The Machining Department operates on a 40*hour week. There 
are five machines in the Department and every machine has remain¬ 
ed idle for 280 hours in 1983 for vacations, holidays, repairs, etc. 

Calculate overheads absorption rate based on machine hours for 
Machining Department and Overhead absorption rate based on 
direct labour cost for Assembling Department. 

[B. Com. (Hons.), Delhi , 1984 ] 


Ans: 

Formula: 


« , , . . m Overhead Exp. 

Overhead absorption rate= ri -:- z-z — z -.—r- 7 —r--=- 

Base i.e.. Machine hour. Labour Cost etc. 


Machine Hours in Machining Department: 5 Machines. 

40 hours in a week X 52 weeks X 5 Machines = 10,400 

Less: remained idle: 280x5 = 1,400 


Effective working hours. 


9,000 



Overhead distribution summary (Rs.). 
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Power and Light cost is distributed as follows: 

Machine shop 70%, Foundry 20%, Inspection 5% and Maintenance 5%. 

The Maintenance cost is distributed as follows: 

Machine shop 50%, Foundry 30%, Power and Light 20%. 

Determine the departmental costs of Machine Shop, Foundry and Inspection after distributing the cost of 
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Q,. 7. The following are the expense details of a company at two 
levels of output: 



6000 

8000 


Units 

Units 

Raw Materials 

24,000 

32,000 

Utilities 

14,000 

17,000 

Factory Supervision 

12,000 

18,000 

Depreciation 

9,000 

9,000 

Direct labour 

15,000 

20,000 

Other expenses 

19,000 

23,000 

The Company has determined that new factory supervision team 

at a cost of Rs. 6,000 per month needs to be added for 

each 3,UUU 

units of output produced. Factory supervision. 

therefore, 

is a “step 


expense . 

You are required to determine the behaviour pattern of other 
expenses in terms of Fixed, Variable etc. (A/. Com., Andhra , 1983) 


Ans. Behaviour Pattern of other exp. 

Behaviour. 


Raw Materials X 8,000 = 

Utilities (See Note 1 below) 
Depreciation 

i s non 

Direct Labour X 8,000 = 

Other exp. (See Note 2 below) 

Note: 1. Utilities 

3,2000 Variable 

Semi-Variable 
Fixed 

20,000 Variable 

Semi-Variable 

Units 

Exp. (Rs.) 

8,000 

6,000 

17,000 

14,000 

Diff. 2,000 

3,000 

Variable =Re. 1.50 Per Unit. 

Fixed = 17,000-(8,000 x 1.50= 12,COO) 

= Rs. 5,000. 

Note: 2. Other exp.: 

Units 

Exp. (Rs.) 


8,000 23,000 

6,000 19,000 


Diff. 


2000 


4,000 
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Variable=|^ =Rs. 2 Per Unit. 

Fixed = 19,000—(6,000 X 2) = Rs. 7,000. 

Q. 8. Universal Manufacturers Ltd. have two factories. Factory 
No. 1 employs 130 and factory No. 2 employs 150 direct workers. 
Both factories work 40 hours per week and 50 weeks per year. 
Overhead rates are Factory No. 1 25 paise per hour 

Factory No. 2 20 paise per hour 

Current Overhead 

expenses Factory No. 1 Rs. 70,000/- 

Factory No. 2 Rs- 50,000/- 

Analyse these figures and find out under-or over-absorption of 
overhead expenses. (M. Ccm. Andhra , 1984) 

Axis. 

Factory. 



No. 1 

No. 2 


Rs. 

Rs. 

Overhead exp. incurred 

70,000 

50,000 

Overheads absorbed: 
130X40X50X0.25 = 

150x40x50x0.20 = 

65,000 

60,000 

Overhead under-absorbed (+) 
Over-absorbed (—) 

( + )5,000 

(->10,000 

Q,. 9. In a factory there are two service departments and three 
production departments. In a month the departmental expenses were 

as follows: 



Production Departments 

Service Departments 

A Rs. 65,000 

P Rs. 

12,000 

B „ 60,000 

C „ 50,000 

Q „ 

10,000 


The service department costs are allocated to production depart¬ 
ments on a percentage basis as follows: 


Service Departments. Production Departments Service 
_ Departments. 

ABC P Q 

P 30 40 15 - 15 

R 40 30 25 5 — 

Prepare a statement showing the distribution of service depart¬ 
ment expenses to the production departments under Repeated 
Redistribution Method. ( B. Com., Andhra, 1986) 




Distribution of Service Department exp. to Production Departments—Repeated 

Distribution Method (Rs.) 
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Q,. 10. A Company has three Production Departments Pi, P 2 and 
P 3 and two Service Departments Si and S 2 . For a period the depart¬ 
mental distribution summary has the following totals. 




Rs. 


Production Deptts. 

Pi 

800 



P 2 

700 



P 3 

500 

2,000 

Service Deptts. 

s, 

234 



Si 

300 

534 




2,534 


The expenses of departments are distributed as follows: . 

Pi P 2 Pa Si S 2 

S, 20% 40% 30% — 10% 

S 2 40% 20% 20% 20% - 

Prepare a statement showing the apportionment of service depart¬ 
ment expenses to production departments by either Repeated Distri¬ 
bution Method or Simultaneous Equation Method. 

( B . Com., Os mania) 


Ans. 


Apportionment of Service Department Expenses to 
Production Dept. (Rs.)—Repeated Distribution Method. 


Particulars 

Basis of 

Production Deptt. 

Service Deptt. 


apportion¬ 

ment. 

Pi 

P 2 

P 3 

s, 

s 2 

As per Dept. 

Distribution 

summary. 

800 

700 

500 

234 

300 

Si Deptt. 

% as given in 
the question. 

47 

94 

70 

(-P.34 

23 

S 2 Deptt. 

-do- 

129 

65 

65 

64 

-—v 

Si Deptt. 

-do 

13 

26 

19 

(-) 64 

6 

S 2 Deptt. 

-do- 

2 

2 

2 


(-) 6 

Total 

991 

887 

656 

Nil 

Nil 


Q.- 11. A Company has three production departments and two 
service departments. For a period the departmental distribution 
summary showed the following totals in respect of the above. 
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Rs. Rs. 

800 Service Dept. X 234 

700 „ „ Y 300 

500 


2,000 534 


The expenses of the service depts. are charged out on a percent¬ 
age basis as follows: 


Service Depts. 

Production Depts 

Service Depts. 


ABC 

X Y 

X 

20% 40% 30% 

10% 

Y 

40% 20% 20% 

20% - 


Prepare a statement showing the apportionment of two service 
Department expenses to production Departments by simultaneous 
equation method. 

(A/. Com., Andhra , 1984) 


Ans.: 


X=234+20% 

Y-(i) 

Y = 300+10% 

X-(ii) 

Multiply both equations by 10 

10x=2,340+2y - 

(iii) 

lOy=3,000+lx - 

(iv) 

Multiply equation iii by 5 

50x=l 1,700+10y — 

(v) 

— lx= 3,000-lOy — 

(iv) (rearranged). 


Production Dept. A 
» B 
.. C 


49x= 14,700 

x= lfgW.300 total overheads of x Dept. 

Substituting this value in Eq. iv. 

10y=3,000+300=3,300 



330 total overheads of y Dept. 


Overhead distribution—Simultaneous Method (Rs.) 
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Q,. 12. The budget manager of Alankar Cosmetics Limited is 
preparing a budget for the accounting year starting from 1st July, 
1984. 

As part of the budget oprations, some items of factory overhead 
costs have been estimated by him under specified conditions of 


volume as follows: 

Volume of Production (in units): 

Expenses: 

Indirect Materials 
Indirect Labour 
Maintenance 
Supervision 
Engineering Services 

Calculate the cost of factory 
1,40,000 units of production. 


1,20,000 

1,50,000 

Rs. 

Rs. 

2,64,000 

3,30,000 

1,50,000 

1,87,000 

84,000 

1,02,000 

1,98,000 

2,34,000 

94,000 

94,000 


overhead items given above at 
(A/. Com. ( Hons .), Delhi, 1984) 
expenses into variable and 


S.V. exp. (Rs.) 
1,02,000 
84,000 

18,000 


Ans. 

First let us segregate semi-variable 
fixed as follows: 


1. Maintenance: 

Units 

1,50,000 

1,20,000 

Difference. 30,000 


Variab,e= ^S~ Re - 060 Per Unit ' 

Fixed = Rs. 1 , 02 , 000 -(1,50,000x0.60) 

= 1,02,000-90,000=12,000 fixed. 


Difference 


Units. 

S.V. exp. 

1,50,000 

2,34,000 

1,20,000 

1,98,000 • 

30,000 

36,000 

36,000 _ 

Re. 1.20 Per Unit. 

30,000 



Fixed = 1,98,000 - (1,20,000 X 1.20) 

= 1,98,000—1,44,000= Rs. 54,000 fixed. 



Statement, of Cost of factory overheads at 1,40,000 units of Production 
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Q,. 13. The following information relate to the activities of a 
Production Department of a Factory for a certain period: 

Materials used — Rs * ^£00 

Direct Wages — Rs * 30,000 

Labour hours worked 24,000 

Hours of machine operation 20,000 

Overhead Chargeable to the 

Department Rs - 25,000 

On the order carried out in the department during the period, 
the relevant data was: 

Material used — Rs. 2,000 Labour hours worked 1,650 

Direct wages — Rs. 1,650 Hours of Machine 

operation 1 >200 

Calculate by three differerent methods the overhead chargeable to 
the job. (B. Com., A.P . Open University , December 1986 ) 

Overhead incurred 


Ans. Overhead absorption rate 


Basis 


. 25,0 00 |qq 
o 307000 x 100 
... 25,000 
24,000 
... 25,000 
20,000 


83 y% of wages. 

1.0417 per labour hour worked. 
1.25 per Machine hour. 


Statement of overheads chargeable to Job (Rs.) 

Overheads chargeable on the basis 


Overhead chargeable 

1,650x83-=-%= 1 > 375 1.650X 1,2.0X 

1.0417 1.25 

= 1,719 =1,500 

n 14 A company has three production departments and two 
service departments. For the period ended 31st December 1982. 
the departmental distribution summary has the following totals: 
Production Department Rs. 

p, 3,200 

p 2 2,800 

p 3 2,000 

Service Department 

51 800 

5 2 1.200 


Direct wages 


1,375 


Labour 

hours 


Machine 

hours 


1,2.0 X 


10,000 
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The service departments, cost is proposed to be charged on 
percentage basis as given below: 

F Pi P 2 P3 S,_ 

S, 20% 40% 30% — 10% 

S 2 40% 20% 20% 20% — 

You are required to show the apportionment of service depart- 
ment’s overheads by the following methods ( 1 ) Simultaneous Equa¬ 
tion (fi) Repeated Distribution. (B. Com., Panjab, September 19o3) 
Ads. (i) Simultaneous Equation Method: 

Le , x=Total Overhead of Service Department Si 
Y=Total Overhead of Service Department S 2 

X=800+-^-Y - (1) 

Y=1200 +1 ^-X - (2) 

Equation 1 and 2 Multiplied by 10 
10X=8,000+2Y 
10Y=12,000+X 
Multiplying Equation 3 by 5 
50X=40,000+10Y 
or 

50X —10Y=40,000 
Equation 4 rearranged 

—X + 10Y= 12,000 

Adding 49X Nil =52,000 

X = _5ZW0_ =R s 1061 

Y=Rs. 1,306 

Apportionment of Service Department Overhead 

Particulars Total Production Department Service Department 

n D. C. 


Department 
distribution 
summary 
Department Si 

20 % of 1,061 
212 & so on 
Department S 2 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

* 

10,000 

3,^00 

2,800 

2,000 

800 

1,200 


212 

425 

318 

(—)1,061 

106 

1. 

523 

261 

261 

261 

( —)I,3C6 

10,000 

3,935 

3,486 

2,579 

Nil 

Nil 



(ii) Apportionment of Service Department Overhead—Repeated Distribution Method 
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jya/e:—Apportionment of Service Department Overhead has been done to the nearest rupee and it can 
be done either by simultaneous equations method or repeated distribution method. Of course, 
answers should be the same in the both the cases. 



Q,. 15. The factory of Jaycee Engineering Works Ltd., has three operating departments: Turning, Milling 
and Grinding, and four service departments: Stores, Planning, Canteen and Time Office. The direct depart¬ 
mental overheads were as follows for the month of March 1976. 
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Ans. Statement showing the Distribution of Overheads and Determining the Final Absorption Rate 
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o. 16 . Radha Enterprises has three 
A, Band C and one service department S. 


production departments 


T u P following figures are available for one month of 25 work- 
ing days of 8 hours each day. All departments worked all these days 
with full attendance. 


Expenses 

Total Service 

Production Departments 


Depart¬ 

A 

B 

C 


ments 




— 

Rs. Rs. 

Rs. 

Rs. 

Rs. 

power and lighting 

1,100 300 

200 

250 

350 

Supervisor’s salary 

1,500 - 

— 

— 


Rent 

600 - 

— 

“ 

— 

Canteen expenses 

500 — 

— 



Others 

1,100 140 

210 

470 

280 


4,800 




The following additional information 

is available: 



Service 

Production Department 


Depart¬ 

A 

B 

c 


ments 




Supervisor’s salary 

20% 

20% 

30% 

30% 

Floor Area in sq. feet 800 

700 

900 

600 

Number of workers 

20 

30 

30 

20 

Service rendered by 





service department to 
production departments 

20% 

30% 

50% 


You are required to calculate the labour hour rate of each of the 
departments, A, B and C. 


( B.ComPanjab University , April 1982) 


Calculation of Labour Hour Rates 
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PROBLBMS on overheads 

O. 17. From the following informatiom work out 
hour rate of recovery of overhead in Departments A, 


the production 
B, and C: 


Items 


Total 


Production 

Dapartments 


Service 

Departments 


Rent 

Electricity 
Fire Insurance 
Plant Depreciation 
Transport 

Total 

Estimated 
working hours 



A 

B 

C 

X 

Y 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1,000 

200 

400 

150 

150 

100 

200 

50 

80 

30 

20 

20 

400 

80 

160 

60 

60 

40 

4,COO 

1,000 

1,500 

1,000 

300 

200 

400 

50 

50 

50 

100 

150 

6,000 

1,380 

2,190 

1,290 

630 

510 


1,000 

2,500 

1,800 



Expenses of 

Service Departments X and Y are 

apportioned as under: 





A 

B 

c 

X 

Y 

X 

30% 

40% 

20% 

— 

10% 

Y 

10% 

20% 

50% 

20% 

— 



C B . Com 

. Calicut 

Sept.lOct. 1982) 





Statement of Production Hour Rate of Recovery of Overheads 
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PROBLEMS ON OVERHEADS 

Q.. 18. The foUowing parliculars ar-e t^aken over- 


Production Deptts. Service Deptts. 



Pi 

P 2 

P3 

Si 

Si 

Direct wages (Rs.) 

2000 

3000 

4000 

1000 

2000 

Direct materials (Rs.) 

1000 

2000 

2000 

1500 

1500 

Employees (Nos.) 

100 

150 

150 

50 

50 

Electricity (kWh) 

4000 

3000 

2000 

1000 

1000 

Light Points (Nos.) 

10 

16 

4 

6 

4 

Asset value (Rs.) 

60000 

40000 

30000 

10000 

10000 

Area occupied 
(sq. Mtr.) 

120 

250 

50 

50 

50 


The expenses for the period were: 


Depreciation Rs. 15000; General overheads Rs. 6000, Rent Ks. z/o. 


Apportion the 
those of Si in the 
S 2 respectively. 


expenses of S 2 proportionate to direct wages and 
ratio of 5 : 2 : 2 : 1 to departments Pi, P 2 , P 3 and 


( B.ComAndhra, April 1983) 
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PROBLEMS ON OVERHEADS 

Q 19. A manufacturing S^usuSrt 

ftS’^nSTarf dissimilar a P nd they go through all the three 
departments. 

Manufacturing costs for a given period were as follows. 


Dept. A Dept. B Dept. C 

Rs. Rs. Rs - 


Total 

Rs. 


--— 1,80,000 

SSS bou" al 40,000 20,000 30,000 90,000 

Sg d Ss manUfaCtUr ‘ 20,000 40,000 30,000 90,000 

The cost of producing a particular order was determined as 

follows: ^ 

Rs. 

1,000 


Direct material 
Direct labour: 

Department A 
Department B 
Department C 

Indirect manufacturing costs 


Rs. 120 
280 
200 


»* 


»> 


600 

600 

Rs. 2,200 


The General Manager had a hazy idea that the jobs executed on 
orders of this nature-are under-priced. So, the services of a firm of 

cost accountants, of which you are member, have been acquired 

a thorough investigation. 

Can you detect, after a careful perusal of the limited available 
information, the fundamental fallacy of the company s method 
assuming that the direct labour cost is an acceptable ba S1 s for 
distributing indirect manufacturing costs? 

Prepare a revised cost for the order distributing indirect manu¬ 
facturing costs in a manner you consider more corr ^ cl .^ a, ? 0 ^ 
company’s production. [B. Com. (Hons.), Delhi , 1981] 

Ans. The fundamental fallacy is the adoption of blanket rate 
for indirect manufacturing cost. Departmental overheads rates are to 
be followed: 


Overhead incurred 


Overhead rate of recovery=-Direct Wages 


X100 
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Dept. A 

20,000 w 

40,000* 100—j0 % 

Dept. B 

SS5 x,o ° 200% 

Dept. C 

3oS Xl0 ° 100 % 

Then the revised cost will be calculated as follows: 


Direct Materials 


Direct Labour : 


Dept. A 

120 

Dept. B 

280 

Dept. C 

200 

Direct Exp. 


Prime Cost 


Add: Indirect manufacturing cost i.e., 
factory overheads based on the depart¬ 
mental labour cost. 

Department A 

120 x 50%= 60 

Department B 

280x200% = 560 

Department C 

200 Xl 00%=200 


Rs. 

1,000 


600 

Nil 

1,600 


820 


Facjofy Cost 2,420 

Off 20. Calculate Machine Hour Rate of A Machine: 


Consumable Stores 

600 

for A Machine 

Consumable Stores 

1,000 

for B Machine 

Repairs 

800 

for A Machine 

Repairs 

1 , 20 b 

for B Machine 

Heat and Light 

360 


Rent 

1,200 


Insurance of Building —_„_ 

—4,800 


Insurance of Machines 

800 


Depreciation of Machines 

700 


Room Service 

60 


General Charges 

90 
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Additional informations: 

Working Hours Area Book Value 

(Sq. feet) ( Rs J_ 


A Machine 
B Machine 


10,000 

25,000 


100 - 12,000 
500 20,000 
(B.Com., Delhi, 1982) 


Ans. Calculation of Machine Hour Rate: ‘A’ Machine 


Particulars 


Basis of apportionment 


Consumable Stores 
Repairs 

Heat & Light 
Rent 

Insurance of Building 

Insurance of Machine 
# 

Depreciation of Machines 
Room service 
General Charges 


Sq. feet - 1^? - x 360= 


»» 


600 

100 

600 

100 


600 


-X 1200 = 
X4800= 


Book Value X800, 

i.e., 2 1/2% of-Book value) 
Book Value X 700 


Sq. feet 


32,000 
100 


600 


X 60 = 


. 10,000 X 90 _ 

Working hours ^ Q q q- 


Rs. 


600.00 

800.00 

* 

60.00 

200.00 

800.00 

300.00 

262.50 

10.00 

25.71 


Total 


3,058.21 


Machine Hour Rate 


3058.21 

10,000 


031 


Q,. 21. Compute the machine hour rate in respect of machine 
No. i2 from the following information: 

Cost of the machine Rs. 11,000; Scrap value Rs. 1,000; Effective 

working life of the machine 10,C00 hours; Repairs for the effective 

life period Rs. 1,500; Standing charges for the month (for 40 
machines of equal size) Rs. 1/00; Number of hours in a month 120; 
Power consumption for the machine 6 units per hour at 10 paise per 

(B.Ccm., Calicut , MarchjApril. 1983) 
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Ans. Computation of Machine Hour Rate—Machine No. 12 


Particulars 


Basis of 
apportionment 


Amount 
per month 

Rs. 


Per 

hour 

Rs. 


1,600 

40 


A. Fixed Costs: 

Standing Charges 
B- Variable Costs : 

11,00 0-1,000 , 
10,000 
1.500 


= 40.00/120 


Depreciation 


Repairs 

Power 


10,000 

6x0 10 


= 0.33 


1.00 


0.15 

0.60 


Total B 

Machine hour rate (A-f B) 


1.75 


2.08 


Q. 22. A machine costing Rs. 20,000 is expected to run for ten 
^years at the end of which its scrap value is estimated to be 
Rs. 2,000. Installation charges are Rs. 200. Repairs during the 
entire ten year's life of the machine are estimated to be Rs. 1.800 
and the machine is expected to run for 2,190 hours in a year. 

Its power consumption would be 15 units per hour at Rs. 5 per 
100 units. The machine occupies 1/4 of the area of the Department 
and ha$ two points out of a total of ten for lighting. The foreman 
has to devote about 1/3 of his time to his machine. 

The rent for the Department is Rs. 300 per month and charges 
for lighting Rs. 80 per month. The foreman is paid a salary of 
Rs. 960 per month. * 

Find out the hourly rate assuming that insurance is L% per 
annum of the capital cost of the machine and the expenses oil, etc., 
are Rs , 9 permonth. • 

[B.Com., (Hons.), Delhi, 1982] 

Ads. Computation of the Machine Hour Rate 


Particulars Basis of Apportionment 


Amount 
per month 

Rs. 


Per 

hour 

Rs. 


A . Fixed Costs: 
Depreciation 

Repairs 


20,000 + 200 - 2,000 
1(5 ’ 


= 1820Xy 1 - = l51.57 


-Ii 8 °2. = lSOX—= 
10 1 UX 12 


15.00 
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1 

75.00 

Rent 

300*7 = 



2 

16.00 

Lighting 

80X J0 - 


Foreman Salary 

960x-j = 

320.00 

Insurance 

1% of 20,000 = 200 X,-j = 

16.66 



9.00 

Sundry expenses 


603.33 

Total A 



Fixed Cosis per 

7240 

annum 603.33x12— 2190 

3.31 

B. Variable Costs: 

Power »5 X 7§o= 

0.75 

Machine hour rate (A-fB) — 

4.06 


Q. 23. Calculate the Machine Hour Rate in respect of machine 
No. 181 from the following particulars. 

Cost of machine Rs. 20,000; Estimated life 15,000 hours; 
Estimated scrap value’ Rs.’ 500; Estimated working hours p a. 

20 °Power 20 units per hour @ 0.7 p. per unit; No. of Operators—2. 

(Also looking after 3 other machines of the same type). Wages 
for ( eich operator for a month Rs. 150. Overheads chargeable to 
machinery per month Rs. 200, Insurance ^ ;M/) 


Ans. 


Computation of Machine Hour Rate 
Machine No. 181 


Estimated life 15000 hours 


Estimated working hours 
p.a. 2000 


Particulars 


Basis of 
apportionment 


Amount 

p.a. 

Rs. 


Machine 

hour 

Rate 

(Rs.) 


A. Fixed Costs : 
Wages 

Overheads 

Insurance 


— 2X|S — =75 per month 

4 machines _ 

for 12 months 900 
200X 12 = 2,400 

1% of 20,000= 200 

Total A: 3,500-^ 2000 = 1.75 
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B. Variable Costs : 

~ . . 20,000-500 

Depreciation 1SOOO = 

Power 20x0.7 = 


Total B 


1.30 

0.14 


1.44 


Machine hour rate (A+B): 3.19 

Q,. 24. Calculate the machine hour rate from the following data: 

Rs. 

Cost of Machine 8,000 

Cost of Installation 2,000 

Scrap value after 10 years 2,000 

Rates and Rent for a quarter 
for the shop 300 

General lighting 20 per month 

Shop Supervisor's Salary 600 per quarter 

Insurance Premium for the machine 600 per annum 

Estimated Repairs 100 per annum 

Powers 2 units per hours Rs. 5 per 100 units 
Estimated working hours 2,000 per annum 

The machine occupies l/4th of the total area of the shop. The 
Supervisor is expected to devote 1 /6th of his time for supervising the 
machine. General lighting expenses are to be apportioned on the 
basis of floor area. ( B.Com. y Andhra , April , 1982) 

Ans. Calculation of Machine Hour Rate 

Estimated working hours : 2,000 per annum 


Particulars 


A. Fixed Assets: 


Basis of apportionment 


Amount Machine 
per hour 

annum Rate 
Rs. Rs. 


8,000 + 2,000-2.000 

Scrap value 

Depreciation lo yeari" 

Rates & Rent Rs. 300 per quarter 

for 4 quarters 
= 1200 x} 

General Lighting Rs. 20 per month 

for 12 months 
= 240x1 

Shop Supervisor's Rs. 600 per quarter 
salary for 4 quarters 

= 2400xi 

Insurance Premium 
Estimated repairs 


= 300 


= 60 


= 400 
600 
100 


Total A 


2,260-r 2,000 


113 


problems ON OVERHEADS 


B- 


Variable Cosh: 
Power 


2 Units per hour at 
Rs. 5 per 100 units 


0.10 

1.23 


Machine hour rate (A + B) 

Q 25. Calculate the machine hour rate for Machine No. 509 
from the following information: 

' r „, t 0 f the machine=Rs. 20,000; Estimated scrap ’value- 

„ SnoO Effective working life= 18,000 hours; Rent oftheBu.ld 
Rs . 2,000, tn month and the machlne occupied 1 1* area 

i ng=Rs o D er 4-weekly period = 180 hours; Average cost of 

R n n airs|eHbur weekly period = Rs. 120; Standing charges allocated 

rep i .h P four machines of the department per annum=Rs. 1,520, 

“> a i in « No *509 is to be allocated 30% of the total standing 

TaS peSnnum; Power used by the machine=5 units per hour at 

a cost of Re. 0.10 per unit. [ B .Com„ (Hons ), Utkal, 1981) 

Ans Machine Hour Rate for Machine No. 509 

Effective working Ufe= 18,000 hours. Running time per 4Weekly 

neri od 180 hours- _ 

Particulars Basis of apportionment Amoum^ Rateper 

period 

Rs. Rs. 


A. Fixed Costs: ^ ^ 

Rent of the Building ■ ’j — = 

Standing Charges 30% of 1,520= 


250.00 

120.00 


456X—weeks= 35.08 




405.08/180= 2.25 

Variable Costs: _ 

Power 

5x0.10 = 

U.DU 

Depreciation 

20,000-2,000 

18,000 

1.00 

Total ‘B’ 

1.50 

Machine hour rate (A+B) 

3.75 
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Q.. 26 . The following expenses were incurred 
of a factory having 8 machines of similar nature: 

annually in respect 

(i) Lighting for the factory 

Rs. 800 

(ii) Supervision 

Rs. 900 

(iii) Repairs 

Rs. 2,400 

(iv) Rent and Rates 

(v) Attendants: Two persons looking after 

Rs. 4000 

eight machines paid @ Rs. 60 per 
month each 


(vi) Interest paid on loan 

(vii) Power consumed for the shop at 10 

Rs. 2,000 

paise per unit 

Rs. 9,600 

(viii) Depreciation per machine 

Rs. 300 

(ix) Sundry supplies for factory 
(x) Each machine consumes 10 units of 

Rs. 240 

power in an hour 



Calculate Machine Hour Rate if a machine runs for 1,200 hours 
in a year. 

(B Com , Delhi, 1983) 


Ans. Statement of Machine Hour Rate for One Machine 


Particulars 

Basis of apportion 
ment 

Amount 

per 

annum 

Rs. 

per 

hour 

Rs. 

A. Fixed Costs: 

(i) Lighting 

800/8 = 

100.00 


(ii) Supervision 

900/8 = 

112.50 


(iii) Repairs 

2,400/8 = 

300.00 


(iv) Rent & Rates 

4,000/8 = 

500.00 


(v) Salary of 

attenders 2X60X 12=1,440/8= 

180.00 


(vi) Interest on loan 

(vii) Depreciation 

2,000/8= 

250.00 

300.00 


(ix) Sundry Supplies 

240/8= 

30.00 


Total A 


1,772.50/1200 

= 1.48 

B. Variable Costs: 

Power 

10 units at 10 Paise 


1.00 


per unit 

— 

—:- 

Machine hour rate (A+B) 


2.48 
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O 27. From the following information co ^ p H. t ® 
rate^n reject of‘Skylark’ machine for the month 


Cost of the machine 

Expenses on installation and freight charges 
Estimated scrap value at the end 
Insurance premium 

Standing charges allocated to the machine 
Effective working life of the machine 
Hours worked during the month 
Repairs during the effective life of the 

machine. f 

o 5 n?hetou1unUs consumed if the same exceeds the bas.c consump¬ 
tion of 2,000 units per month. D jm) 


Rs. 3,00,000 
Rs. 25,000 
Rs. 25,000 
Rs. 480 p.a. 
Rs. 480 p.m. 
24,000 hours 
240 hours 


Rs. 24,000 


Ans Statement of Machine Hour Rate (240 hours per month) 


Particulars 


Basis of apportion- Amount per Rate per 
ment month hour. 


A. Fixed 

Insurance 
Standing Charges 

Total A 


480 p.a. 


40 

480 

520+240= 


2.17 


B. Variable 

Depreciation 

Repairs 
Power 
Total B 


3.n0. 000 4-25,000—25,00 0^ 
24,000 
Rs. 24,000 
24,000 hours 
0.25 + 0.05=0.30x20= 
(See Note below) 


12.50 

1.00 

6.00 

19.50 


Machine Hour rate (A + B) = 


21.67 


Note: Total power Consumption in a month = 240 x 20=4,800 
Units. Hence additional charge at 5 paise has to be Paid. 

Q. 28. Calculate Machine Hour Rate from the following: 

(1) Cost of machine Rs. 19,200. 

(2) Estimated scrap value Rs. 1,200. 
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(3) Average Repairs and Maintenance charges per month 
Rs. 150. 

(4) Standing charges allocated to machine per month Rs. 50. 

(5) Effective working life of machine 10,000 hours. 

(6) Running time per month 166 hours. 

(7) Power used by machine: 5 units per hour @ 19 paise per 
unit. 

(B.Com.y Pan jab) 


Ans. Calculation of Machine Hour Rate 

Running Time Per Month=l66 hours 


°articulars 

Basis of 

Amount 

Rate 


apportionment 

per 

per 



month 

hour 



(Rs.) 

(Rs.) 

A. Fixed : 




Repair 8c Main¬ 
tenance 


150 


Standing charges 
allocated 


50 


Total A 

2004-166 = 

200 

1.20 

B. Variable : 




Depreciation 

19,2C0—1,200 


1.80 

10,000 


Power 

5x0.19 


0.95 

Total B 



2.75 


Machine Hour rate (A4 B) = 3.95 

Q,. 29. From the following particulars compute the machine hour 
rate for Machine No. 65 for the month of January 1978: 

Cost: Rs. 12,000 

Estimated Scrap Value Rs. 2,000 

Effective working life 5,000 hours. 

Hours worked in January, 1978:100. 

Estimated cost of repairs and maintenance over the life of 
machine Rs. 2,500. 
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10 paise per unit. (B-Com., Osmama) 

~ _«r flip Machine 

Ans. 


Computation of the Machine ^ 

Machine No. 65. Hours worked in Jan. /».iu 


particulars 


Basis of 
apportionment 


Amount 

(Rs.) 


Rate 

per 

hour 




(Rs.) 

Fixed: 

Fixed Exp. 

100 

1.00 

Allocated 

— — — 

Variable: 

Depreciation 

12,000 —2,000 _ 

2.00 

5,000 


Repair & 

2,500 

10.50 

Maintenance 

5,000 

Power 20 units 


2.00 

at Re. 0.10 


4.50 

Total B 


— 

Machine hour rate (A+B) 

5.50 

n 30. Preoare 

a Machine-hour rate to cover 

the overhead 


expenses indicated below: 


Per hour 


Per annum 


Electric power 

Steam 

Water 


75 paise 
10 paise 
2 paise 


Rs. 530 
Rs. 270 


Original cost of machine 
Book value 

Present replacement value 
Depreciation 


Repairs 
Rent 
Running 

hours 2,000 

Rs. 12,500 
Rs. 2,870 
Rs, 11,500 

lh/ per annum. 
( B.Com ., A.P. Open University, 
December ’86 and Aug. ’ 87 ) 
(B.Com., Andhra April 1981) 
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Statement of Machine Hour Rate 

Running hours 2000 per annum 

Particulars 

Basis of apportion¬ 

Amount 

Rate 


ment 

per 

per 



annum 

hour 

A. Fixed: 




Depreciation 

7J% of 12,500 

938 


Repairs 


530 


Rent 


270 




1738 



1738-=-2,000 = 


0.87 

B. Variable: 




Electric power 



0.75 

Steam 



0.10 

Water 



0.02 

Total B 



0.87 

Machine Hour rate (A + B) 


1.74 


Note: Present replacement value of machine is Rs. 11,500. Book 
value is Rs. 2,870. Additional Depreciation Fund may be 
created with an amount of Rs. 8,630 (11,500—2,870). 
Additional Depreciation at 74% on 8,630 will come to 
Rs. 647 per annum, i.e. 0.32 per hour. If this is taken into 
account, the machine hour rate would be Rs. 2.06. 


Q, 31. Prepare a machine 

hour rate to 

cover the overhead 

expenses given below. 

Rs. 

Np. 

Electric Power 

0.75 

per hour 

Steam 

0.10 

»> 

Water 

0.02 

»> 

Repairs 

530.00 

per annum 

Rent 

270.00 

»» 

Running hours'during the year 

2,000 

Hours 

Original Cost 

Rs. 12,500 



Depreciation 74% p.a. on the original cost. 


(j B.Com., Osmanicy 
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Ans. 


particulars 


Statement of Machine Hour' Bate 
Running Hours during the Year 2,00U 


A. Fixed: 
Repairs 
Rent 

Depreciation 

Total A 


Basis of 
apportionment 


7*% on 12,500 


l,737.50-r2,000 


Rate per 
annum 
(Rs.) 


530.00 

270.00 

937.50 

1,737.50 


Rate per 
hour 
(Rs.) 


0.87 


B. Variable: 

Electric power 

Steam 

Water 

Total B 

Machine Hour rate (A + B) 


0.75 

0.10 

0.02 

0.87 

1.74 


Q,. 32. From the following 
hour rate for Machine No. 35: 

Cost of machine 
Estimated life 
Estimated scrap value 
Estimated repairs for life 
Power consumed per hour 

Insurance 

Lighting (No. of points 12 of 
which 3 are for the machine) 
Cotton waste, oil etc. 


particulars calculate the machine 
Rs. 45,000 

10 years 1,800 hours each 
Rs 4,500 
Rs. 9,000 

12 units at 10 paise per 
unit 

Rs. 20 per month 

Rs. 60 per month 
Rs. 20 per month 


The machine is lodged in a department whose monthly rent is 

Rs. 500; the machine occupies l/4th space, one foreman and a 

machine attendant are employed on a salary of Rs. 1.000 ( and Rs. 

200 p.m. respectively, and their work is confined not only to this 
machine but one more of a similar type. 

( B.Com ., Osmania) 
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Ans. Calculation of Machine Hour Rate. 

Machine No. 35 Life 10 years. 1,800 hours in a year. 


Particulars 


Basis of apportion¬ 
ment 


Amount Rate 
per annum per 
hour 

(Rs.) (Rs.) 


A Fixed: 

Depreciation 

Repairs 

Insurance 

Lighting 

Cotton waste, oil 
etc. 

Rent 

Salaries of Fore¬ 
man and 

attendant 


45,000—4,500 _ 
10 

9,000-r 10 
20x12 = 

60 xl 2=720 X-^=*= 


20 x 12 = 

500Xl2=6000x-i-= 


1200X12 


14,400 


Total A 

14,310-^1800 

B. Variable : 

Power 12 units at paise 10 
Machine hour rate (A+B) 


4,050 

900 

240 

180 

240 

1,500 


7,200 

14,310 

” 7.95 

1.20 

9.15 


Q,. 33. Prepare a machine Hour Rate for Machine No. 150 from 
the following particulars. 

Rent of department (space occupied 1/5 department) Rs. 1,560 
p.a. Lighting (2 points for machine out of 12 in the department) 
Rs. 576 p.a. Consumable Stores Rs. 120 p.a. 

Salary of foreman (1/4 of his time is occupied by this machine 
and the remainder equally between two other machines) Rs. 6,000 
p.a. 

The cost of a machine is Rs. 18,400 and scrap value is Rs. 400. 
Annual number of working hours is 1,800 and working life of 
machine is 18,000 hours. Repairs during the life ol machine are 
expected to be Rs. 2,250. The machine consumes 10 units of power 
per hour at 10 paise per unit. ( B.Com ., Osmania) 
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Alis Statement of Machine Hour Rate 


Machine No. 150 
Particulars 


A bTsS T ° f work,Dg Amount ' Rate 
apportionment 

(Rs.) (Rs) 



1560 

= 312 

Rent 

5 

Lighting 

576 x n 

= 96 

Consumable stores 

4- of 6,000 

4 

= 120 

Salary of Foreman 

= 1500 

Repairs 

2,250 

= 225 

10 years 

Depreciation 

18,400-400 

= If 00 

10 years 


Total A 


4053 


4053-r 1,800 

B. Variable : 

Power 10 units at 10 paise 


Machine Hour rate (A+ B) 


2.25 

1.00 

3.25 


Q,. 34. Front the following particulars compute the hourly rate 
of a Machine installed in a shop. 


Cost of the machine 

Estimated scrap value, after expiry 

r* • 4 i • r i a ...... 


Rs. 

20,000 


4,000 

600 

40 p.m. 
400 p.m. 
10 p.m. 


of its life 10 years 

Rent and Rates of the shop per quarter 
General lighting for the shop 
Shop Supervisor’s salary 
Insurance premium for the machine 
Estimated repairs and maintenance expenses 200 per year 
Power consumption of the machine 2 units p.h. 

Rate of Power 100 units—Rs. 10 

Estimated working hours of the machine 

per year 2,000 
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The machine occupies 1 /4th of the total floor area of the shop. 
The supervisor of the shop devotes 1 /5th of his time for supervising 
the machine. General lighting expenses are to be apportioned on the 

basis of floor area. _ _ . x 

( B'ComOsmamay 


Ads. Computation of Machine Hour Rate. 

• Working Hours Per Year 2,000 


Particulars 

Basis of 
Apportionment 

Amount 

per 

annum 

(Rs.) 

Rate 

per 

hour 

(Rs.) 

A. Fixed: 

Depreciation 

20,000—4,000 

10 

= 1,600 


Rent & Rates 

600 x 4=2400 X J- 
4 

= 600 


General lighting 

40x12=480x4- 

4 

=> 120 


Shop Supervisor 

salary 

400 X 12 X y 

= 960 


Insurance 

Repairs 

10 x 12 

n 

§i 


Total A 


3,600 



3,6004-2,000 

= 

1.80 

B. Variable : 



0.20 

Power 2 units at 10 paise 


Machine Hour rate (A + B) 


2.00 


Q. 35. Machine costing Rs. 28,700 excluding installation costs of 
Rs. 300 has an anticipated life of 10 years with residual value of 
Rs. 500. The straight line method of depreciation is followed: 

From the following details, compute machine hour rate on the 
basis of anticipated working hours: 

1. Rent and rates for the factory is Rs. 4,000 per annum and 
5 % of the effective area is occupied by this machine. 

2. Insurance of this machine is Rs. 1.50 per annum. 
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3. 

4. 

5. 


Repairs and maintenance for the factory for the year is 
Rs. 1,000; 12 4% of this amount relates to this machine. 

Consumable stores etc. attributed to this machine is Rs. 275. 


Total production service is Rs. 4,000, 10% of this amount is 
applicable to this machine. 


6. Power cost is Re. 0.50 p. per working hour. 

The year contains 250 working days of 8 hours each, but it is 
anticipated that the machine will remain idle 20/„ 0 ^ l ^^ adras y 


Ans. 

250 days at 8 hours 
Less idle time 20% 

Anticipated working Hrs. 


2,000 hours 
400 „ 


1,600 „ 


Statement of Machine Hour Rate 


Particulars 


Basis of 
apportionment 


Amount 

per 

annum 

(Rs.) 


A. Fixed : 

Depreciation 

Rent & rates 

Insurance 

Repairs 

Consumable stores 
Production services 

Total ‘A’ 


B. Variable: 
Power 


28.7004-300—500 __ 
10 

5% of 4,000 = 

124% of 1,000 

10% of 4,000 = 


4,0004- 1,600 


Machine hour rate (A+B) 


2,850 

200 

150 

125 

275 

400 


= 4,000 


Rate 

per 

hour 

(Rs.) 


2.50 

0.50 

3.00 


Q,. 36. Calculate the machine hour rate for the month of January, 
to cover the overhead expenses relating to a machine: 
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Rs. 

(a) Rent of the department (l/5th area 


is occupied by the machine) 

780 

per annum 

(b) Lighting (out of 12 points, 2 are 
for the machine) 

288 

>» 

»» 

(c) Insurance 

36 

ii 

»» 

(d) Cotton waste etc. 

60 

»» 

»» 

(e) Foreman’s salary (l/4th for the 
machine) 

6,000 

i) 

*» 

(f) Cost of machine 

9,200 

** 

*» 

(g) Scrap 

200 

>> 

»> 

t is assumed that the machine will 

work for 

1,800 

hours 


annum and that it will incur Rs. 1,125 for repairs and maintenance 
for life. It is further assumed that 5 units of power would be used 
per hour, available at 6 paise per unit, and that the life of the 
machine will be 10 years. 

(B.Com., Nagarjuna) 


Ans. Calculation of Machine Hour Rate 1,800 Working 

Hours Per Annum. 


Particulars 

Basis of 

Rate 

Rate 


apportionment 

per 

per 



Annum 

hour 



(Rs) 

(Rs.) 


A. Fixed: 


Rent 

l/5th of 780 

156 

Lighting 

2/12 of 288 

48 

Insurance 


36 

Cotton waste etc. 


60 

Foreman’s salary 

l/4th of 6000 = 

1,500 

Depreciation 

9,200—200_ 

10 

900 

Repairs 

1125-r 10 = 

112.50 

Total A 


2,812.50 


2,812.50-r 1,800 = 

1.56 

B. Variable: 


Power 5 units at 6 paise 

0.30 

Machine hour rate (A-fB) 

1.86 
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37. Compute a machine hour rate from the following parti- 

eu '“ : > 

expected* tftS. T^oTho^ No other loss of working 

sss for i** 

tenance and setting up. 

(b) The machine uses 10 units of power per hour at 10 paise per 
unit. 

fc) The machine requires a chemical solution which is replaced 
at the end of each week at a cost of Rs. 20. 

(d) The estimated cost of maintenance is Rs. 1,200 per annum. 

(e) Two attendants control the machines together with 5 other 
1 ’ identical machine in the shop, each getting wages of Rs. 60 

per week. 

(f) Insurance of the machine shop is 1 % per annum. 

(g) The rent of the machine shop is Rs. 1,200 per annum. 

(h) Departmental overhead apportioned to this machine amounts 
to Rs. 1,250 per annum. 

(i) Repairs of the machine are estimated at 50% o^deprec^ation. 


Ans. 

Estimated working hours 50X44 
Less: Maintenance 

Net 

Setting up time 5% of productive 
time 


2,200 

200 

2,000 

95 


1,905 


Productive time 
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Computation of Machine Hour Rate 


Particulars 

Basis of 

Amount 

Rate 


apportionment 

per 

annum 

(Rs) 

per 

hour 

(Rs.) 

A. Fixed: 




Depreciation 

_ 10,000-1,000 

10 

900 


Chemical solution 50 weeks at Rs. 20 

1,000 


Maintenance 

2x60x50=^p = 

1,200 


Attendants wages 

1,000 


Insurance 

1% of 10,000 = 

100 


Rent 

1/6 of 1,200 = 

200 


Department 

overheads 


1,250 


Repairs 

50% of Dept. 

450 


Total A 

6,100-r 1905 = 

6,100 

3.20 

B. Variable: 




Power 10 units at 10 paise 


1.00 

Machine hour rate (A + B) 


4.20 


Q,. 38. Work out, in appropriate form, the comprehensive 
machine hour rate of a saw mill with reference to the following 
information extracted from the account books of Wood Working 
Shop: 

Rs. 

(i) Purchase price of the Sawmill 40,000 

(ii) Railway freight, other incidental charges and 

installation charge incurred for the equipment 10,000 

(iii) Life of the Sawmill is 10 years @ 2,000 working 
hours per year 

(iv) Repair charges—40% of depreciation 

(v) Consumption of electric power—20 units per 
hour, @ 10 ps. per unit. 

(vi) Lubricating oil @ Rs. 2 per day of 8 hours. 

(vii) Consumable Stores @ Rs. 4 per day of 8 hours. 

(viii) Wages of machine operator (a; Rs. 4 per day of 

8 hours. The residual scrap value of the Sawmill 

is nil. ( B.Com ., Panjab ) 
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Ans Statement of Comprehensive Machine Hour Rate 
2,000 Working Hours Per Year. 


Particulars 


A. Fixed : 

Depreciation 


Basis of 
apportionment 


4 0 f 000 4-10-000 
10 


Amount 

per 

annum 

(Rs.) 


5,000 


Rate 

per 

hour 

(Rs.) 


Repairs 

40% of 5,000 = 

2,000 


Total ‘A’ 


7,000 

3.50 

Variable : 

Power 

20 units @ 10 paisc 


2.00 

Lubricating oil 

2.00 

8 


0.25 

Consumable stores 

4.00 

8 


0.50 

Total ‘B’ 



2.75 

Machine hour rate (A + B) 

Add: Wages of 


6.25 

Machine operator 

4.00 

8 


0.50 

Comprehensive Machine hour rate — 


6.75 


Q,. 39. From the details furnished below you are required ]io 
compute Comprehensive Machine Hour rate. 

(i) Original purchase price of machine 
(subject to depreciation @ 10% per 

annum on original cost). Rs. 21,600 

(ii) Normal working for the month (the 

machine works to only 75% of capa¬ 
city). 200 hours 

(iii) Wage* of machine man Rs. 4 per day 
(of 8 hours). 

(iv) Wages of a helper (machine attendant) 

Rs. 2 per day (of 8 hours). 
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(v) Power Consumption (HP) estimated at 

Rs. 150 per month for the time worked. 

(vi) Supervision charges apportioned for 
the machine centre Rs. 300 p.m. 

(vii) Electricity and lighting Rs. 75 per 
month. 

(viii) Repairs and maintenance (machine) 
including consumable stores per men¬ 
sem. 

(ix) Insurance of Plant and Building (appor¬ 
tioned) per annum. 

(x) Other general expenses (overhead) per 
annum. 

(xi) Production bonus payable to workers 
33in terms of an award of basic 
wages and dearness allowance. 

(xii) Workers are also paid a fixed dearness 
allowance of Rs. 75 p.m. 

(xiii) Add 10% of the basic wages and dear¬ 
ness allowance against leave wages and 
holidays with pay to arrive at a com¬ 
prehensive labour cost for debit to pro¬ 
duction. 


Rs. 150 


Rs. 1,000 


Rs. 2,160 


( B.Com.y Calcutta )’ 


Ans. 


Statement of Comprehensive Machine Hour Rate 


Normal working hours for the month 200. 75% capacity—150 
hours. 


Particulars 


Basis of 
apportionment 


Rate 

per month 
(Rs.) 


Rate 

per 

hour 

(Rs.) 


A. Fixed: 

Depreciation 10% of 21,600=— 

Supervision charges 

Electricity & lighting 

R & M including consumables 

Insurance 1000'12 

Other general exp. (overheads) 2160/12 = 

Total ‘A' 


180 

300 

75 

150 

83 

180 

968 


968-rl50 


6.45 


PROBLEMS on overheads 


B. Variable : 

Power 

Wages of helper 


150-4-150 hours 

2 . 00/8 


Machine hour rate (A + B) 

Wages of Operator: Bas.c wages 4.00 . 8 

D.A. 75—150 
Bonus 33-1/3% Basic + DA 


10% for leave wages and holidays 
Comprehensive Machine hour rate 




129 



1.00 

— 


0.25 

— 


7.70 

= 

0.50 


= 

0.50 


= 

0.33 



1.33 

0.10 

1.43 



9.13 


—7" 


40. (a) Compute manufacturing expenses from the data given 
below: Rs. 

Opening Stock of Raw M aterial jIloOO 

Purchases ... 1,000 

Expenses on Purchases 20,000 

Direct Wages i t 000 

Direct Expenses 7,000 

Closing Stock of Raw Materials 80> 000 

Manufacturing Cost •• 

(b) From the data given below, compute machine hour rate. 


Cost of the Machine 
Installation charges 
Estimated scrap value 
Estimated Repair charges per year 
Estimated working life of the machine 
Standing charges allocated to the machine per 
year 

Estimated working hour per year ' ' . 

Power consumption of machine in 20 units per hour and the rate 

of power per 100 units is Rs. 10. x B r 0 m. (Pass), Delhi 1987] 


Rs. 90.000 
Rs. 10.000 
Nil 

Rs. 1,000 

10,000 (Hrs.) 
Rs. 6,000 


2,000 (Hours) 


Ans. (a) 


Op. Stock of R M. 

Add: Purchases 

5,000 

25,000 

1,000 

Exp. on Purchases 

31,000 


Rs. 
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Less: Closing Stock of R.M. 

7,000 


R.M. Consumed 


24,000 

Direct wages 


20,000 

Direct Exp. 


1,000 

Prime Cost 


45,000 

Manufacturing Cost 

Manufacturing exp. 80,000—45,000 = 


80,000 
35,COO 


(b) Statement of Machine Hour Rate 


Particulars 

Basis of 
apportionment 

Amount 
per year 
(Rs.) 

Rate 

per 

hour 

(Rs.) 

A. Fixed : 

Repair charges 
Standing charges 

Per year 

allocated' per year 

1,000 

6,000 


Total A 


7,0004-2,000= 

3.50 

B. Variable: 

Depreciation 

Power 

90,000+10,000-Nil_ 
10,000 Hours 

20 Units at Re. 0.10 


10.00 

2.00 

Total B 



12.00 

Machine Hour rate (A + B) 


15.50 


Q,. 41. Calculate the Machine Hour Rate from the following 
details: 

1. Bought off machinery Rs. 45,000 

2. Installation charges Rs. 5,000 

3. Life of machine 5 years 

4. Working hours per year Rs. 2,500 

5. Repair charges 75% of depreciation 

6. Electric power consumed: 

10 Units per hour @ 15 paise per unit. 

7. Lubricant oil Rs. 4 per day of 8 hours 

8. Consumable stores @ Rs. 10 per day of 8 hours 

9. Wages of machine operator ($ Rs. 8 per day of 8 hours. 

[B.Com., ( Pass ), Delhi , 1984) 
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Statement of Machine Hour Bate 


AU9. 

Particulars 

Basis of 

Apportionment 

Rate 

per 

Hour 

(Rs.) 

-- 

45,000 + 5,000 50,000 _ 

4.00 

1 to 4 Depreciation 

5X2,500 12,500 

3.00 

1.50 

5. Repair Charges 

75% of 4 = 

6. Power 

10X0.15 = 

7. Lubricant Oil 

4.00 = 

0.50 

8 


10.00 = 

1.25 

8. Consumable Stores 

8 


Machine Hour rate 

8 = 

8 

10.25 

9. Wages of Machine 

1.00 

Operator 

— 

Composite Machine 

Hour rate = 

11.25 


Q,. 42. Compute machine hour rate from the following data: 


Cost of the machine 

Installation charges S ' * 

Estimated scrap value at the end Rs * £ ,UUU 

Effective working life of the machine 12,000 hrs. 

Estimated repairs over the effective working life 

of the machine Rs - 12 ’ uuu 

Standing charges allocated to the machine per 
year Rs * * 

Power bill per year Rs> 7,200 

Power consumed by the machine is 20 units per hour at a cost of 
25 paise per unit. ^ mJ] 


12,000 

5,760 

7,200 


Ans. 

Working Notes: 

Power=20 Units per hour at 25 Paise per Unit i.e., Rs. 5 per hour. 
Power bill per year=Rs. 7,200 

7,200 _. a Af\ 

Estimated working hours in a year =*—^- 
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Statement of Machine Hour Rate 


Particulars Basis of Amount Per 

apportionment per year Hour 

(Rs.) (Rs.) 


A. Fixed : 


Standing Charges 

Allocated 5,760+1,440 = 

4.00 

Variable : 



Depreciation 

1,44,000 + 6,000 - 6,000 _ 

12,000 

12.00 

Repairs 

12,000 

12,000 

1.00 

Power 

20X0.25 — 

5 00 


Total B 

Machine Hour rate (A + B) 

Q,. 43. Using the following information, calculate machine hour 
rate: 

Factory overheads directly allocated to machines Rs. 90,000 

Factory overheads not directly allocated to 

machines: 


18.00 

22.00 


Factory Rent, Taxes and Insurance 
Area occupied by machines 
Total area of the factory 


Rs. 1,20,000 
6,000 sq. feet. 
72,000 sq. feet 


There are 5 machines of similar size and specification. A machine 
operates on a 40-hour week. Every machine has remained idle for 80 
hours in the year for repairs. 

[B.Com. (Pass), Delhi, 1985] 


A ns. 

Working Notes: 

Machine working hours: 52 weeks X 40 = 2,080 

Less: Idle hours 80 


Effective machine hours 


2,000 in a year. 



PROBLEMS ON OVERHEADS 

Solution: 


Statement of Machine Hour Rate 


Particulars 


Basis of 

apportionment 


For For one Per 

five machine horu 

machines in a 


Factory Overheads 

Factory Rent, 
Taxes & Insurance 

Total 



Rs. 

year 

Rs. 

Allocated 

90,000 

18,000 

6,000 

1,20,000 x 72000 

10,000 

2,000 


1,00,000 

20,000 


Machine Hour Rate=20,000-r2,000 


10 
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Cost Sheets 


Q. 1. Vijay Industries manufactures a product X. On 1st January, 
1986 there were 5,000 units of finished product in stodk. Other 
stocks on 1st January,- 1986 were as follows: 

Work in progress Rs. 57,400 

Raw materials Rs. 1,16,200 


The information available from cost records for the year ended 


31st December, 1986 was as follows: 

Rs. 

Direct Materials 9,06,900 

Direct labour 3,26,400 

Freight on raw materials purchased 55,700 

Indirect labour 1,21,600 

Other factory overheads 3,17,300 

Stock.of raw materials on 31-12-86 96,400 

Work in progress on 31-12-86 78,200 

Sales (1,50,000 units) 30,00,000 

Indirect materials 2,13,900 


There are 15,000 units of finished stock in hand on 31st Decem¬ 
ber, 1985^-You'aYe required to prepare: ' ' 

A statement of cost and profit for 1986 assuming that opening 
stock of finished goods is to be valued at the same cost per unit as 
the finished stock at the end of the period. 

(B.Com. ( Pass ), Delhi, 1987) 


Ans. Statement of Cost and Profit for 1986 

Production = 1,50,000 +15,000—5,000 = 1,60,000 units 


Opening Stock of Raw Materials 
Add: Direct Materials f 

Freight / 


1,16,200 

9,06,900 

55,700 


Rs. 


10,78,800 
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Less: Closing Stock of R.M. 

Raw materials consumed 
Direct Labour 
Direct exp. 

Prime Cost 

Add: Factory Overheads: 
Indirect Labour 
Other factory overheads 
Indirect Materials 


96,400 


Rs. 


9.82.400 

3.26.400 


1,21,600 

3,17,300 

2,13,900 


13,08,800 


6,52,800 


Factory Cost 
Add: OP. WIP 


Less: Cl. WIP 

Factory Cost of 1,60,000 Units 
Admn. Overheads 


Cost of Production of 1,60,000 Units 

Cost per -Unit->2.13 

Add: Op. Stock of finished Products 5,000 Units 
at Rs. 12.13 = 


Less: Cl. Stock of finished Products 15,000 units 
at Rs. 12.13 = 

Cost of goods sold 1,50,000 Units 
Sale of 1,50,000 units 

Profit on 1,50,000 units 


19,61,600 

57,400 


20,19,000 

78,200 


19,40,800 


19,40,800 


60,650 

20,01,450 

1.81,950 

18.19.500 
30,00,000 

11.80.500 


From the following information in respect of an Industrial 
Company prepare a cost-sheet, showing: 

(a) the cost of materials; 

(b) works cost; 

(c) the total cost; 

(d) the percentage of works on cost to productive wages; and 

(e) the percentage of Administrative expenses to works cost; 
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Rs. 

* Stock of raw materials on 1-1-1974 20,000 

.Stock of finished goods 1-1-1974 51,000 

Purchase of raw materials 5,80,QQQ 

'—-Wages 3,90,000 

Sales 12,12,000 

^Stock of raw materials (31-12-74) 25,000 

Works overhead 86,000 

^Office and General expenses 72,000 

Stock of finished goods (31-12-1974) 48,000 


( B.Com.y Bangalore , April!May 1981) 


Cost sheet 

Opening Stock of Raw materials 20,000 

Add: Purchases 5,80,000 


Rs. 

6,00,000 

Less: Closing Stock of R.M. 25,000 



(a) Cost of Materials used 

Wages 

Direct Expenses 


5,75,000 

3,90,000 

Prime cost 

Works overhead 


9,65,000 

86,000 

(b) Works Cost 

Office and General expenses 


10,51,000 

72,000 

Cost of Production 

Add: Opening Stock of Finished Goods 

+ 

11,23,000 

51,000 

Less: Closing stock of Finished Goods 

(- 

11,74,000 
-) 48,000 

(c) Cost of goods sold or Total cost 

Sales 


11,26,000 
12,12,000 

Profit 


86,000 

(d) Percentage of Works on cost to productive wages: 

'lSS> * 100 22;0 ® 

(e) Percentage of Admn. expenses to works cost: 

xo,siZ xl0 ° 685 % 
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0.3. The following information has been obtained ^ 

records of Indian Manufacturing Company Ltd. for the period from 
June, 1st 1985 to June 30th 1985: 


Rq 


jpost of Raw Material in stock as on 1st June $5 
Jlaw Material purchased during the month 
^Wages paid 
Jtfages outstanding 
^Pta ctory Overheads 

Work-in-progress as on 1-6-1985 •-- 

„ „ „ „ 30-6-1985 

Opening stock of finished goods 
Closing stock of finished goods 
Selling and distribution overheads 
Sales 

Administrative overheads 


30,000 

4,50,000 

2,00,000 

30,000 

92,000 

— 12,000 

15,000 

60,000 

55,000 

20,000 

9,00,000 

30,000 


You are required to prepare a statement showing the cost of 
goods manufactured and cost of goods sold. 

( B.Com ., A P. Open University , December 1986) 


Ans, Statement of Cost 


Cost of Raw Materials on 1-6-1985 


Rs. 

30,000 

4,50,000 

Add: Purchases 


Less: Closing stock of Raw Materials 


4,80,000 

Raw Materials consumed 


4,80,000 

Wages paid 

2,00,000 


Add: Wages outstanding 

30,000 


Prime cost 


2,30,000 

7,10,000 

Factory overheads 


92,000 

Factory cost 


8,02,000 

Add. Opening WIP 


(-f) 12,000 

Less.Closing WIP 


(—) 15,000 

Cost of goods manufactured 


7,99,000 

Admn. overheads 


30,000 

Cost of production 


8,29,000 
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Add: Op. stock of finished goods ( + ) 60,000 

Less: Closing stock of finished goods (—) 55,000‘ 

Cost of goods sold 8,34,000 

Note : Cost of goods sold 8,34,000 

S & D overheads 20,000 

Cost of sales 8,54,000 

Sales 9,00,000 

Profit 46,000 


Q,. 4. Jayaram Company Limited makes two kinds of rubber 
balls. The following Particulars relate to these balls for the year 


1982: 

A 

B 

Balls manufactured 

50,000 

24,000 

Direct Cost: 

Rs. 

Rs. 

Material 

6,280 

5,300 

Wages 

18,800 

11,400 

Power ete. 

4,200 

2,820 


29,280 

19,520 


Other costs: 


Factory supervision 
Packing expenses 
Selling expenses r " 


7,200 

800 

8,880 


You are required to prepare a statement showing the cost of 
each kind of ball when ready for despatch, taking into considera- 
tion: 

(a) Factory supervision to be charged in proportion to direct 


costs. 


(b) Packing expenses to be apportioned in the ratio that direct 
cost plus factpry supervision cost of A beaT to similar.cost 

ore.'' . . * . * ' ; 


(c) Selling expenses to be charged in proportion to the number of 

balls manufactured. • 4 

( B.ComAndhra , April 1987). 
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Ans. 

Statement of Cost 



-—- 


A 

B 

Balls Manufactured 


50,000 

24,000 

Elements of Cost. 

Basis of apportionment 

Rs. 

Rs. 

Direct cost: 

Allocation 


5,300 

Material 


6,280 

Wages 


18,800 

11,400 

Power etc. 


4,200 

2,820 



29,280 

19,520 

Other Costs: 




Factory Supervision in proportion to 

4,320 

2,880 


direct costs 
i.e., 3: 2 r^tio. 





33,600 

22,400 

Packing exp. 

336: 224 
i.e., 3: 2 ratio 

480 

* 320 

Selling exp. 

50: 24 ratio 

6,000 

2,880 

(number of balls 
manufactured). 




Total Cost 


40,080 

25.600 


Q,. 5. The Modern Manufacturing Company submits the follow¬ 
ing information on 31st March 1986: 

Sales for the year—Rs. 2,75,000 
Inventories at the beginning of the year: 

. Finished goods—Rs. 70.000 
Work-in-Progress—4,000 

Purchases of materials for the year—1,10,000 
Materials inventory: 
at the beginning of the year—Rs. 3,000 
at the end of the year—Rs. 4,00f) 

Direct Labour—6,500 

Factory overhead was 60% of the direct labour cost 
Inventories at the end of'the year: 

Work-in-Progress—Rs. 6,000 
Finished goods—Rs. 8,000 
Other expenses for the year: 

Selling expenses—10% of sales 
Administrative expenses—■'5% of sales 
Prepare a statement of cost. * 


( B.Com .,. Andhra , April 87) 
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Ans. Statement of Cost 

Element of Cost 


Opening Stock Materials 

Add: Purchases 

3,000 

1,10,000 


Less: Closing Stock of materials 
Materials consumed 

Direct Labour 

Direct exp. 

1,13,000 

4,000 

1,09,000 

6,500 


Prime Cost 

Factory Overheads at 60% of direct labour cost 

1,15,500 

3,900 

Factory Cost 

Add: Op. WIP 

Less: Cl. WIP 


1,19,400 
+ 4,000 

(—) 6,000 

Factory Cost of finished goods 
Admn. exp 5% of Sales 


1,17,400 

13,750 

Cost of Production 

Add: Op. Stock of finished goods 
Less: Cl. Stock of finished goods 


1,31,150 
+ 70,000 
(-) 8,000 

Cost of goods sold 

Add: Selling exp. 10% of sales 


1,93,150 

27,500 

s 

Cost of Sales or total Cost 


2,20,650 


Q,. 6. The following data have been extracted 
M/s. Moonshine Industries Ltd., for the Calendar 

Opening stock of raw material 
Purchase of rpw materials 
Closing stock of raw materials 
Carriage inward 
Wages—Direct 
Wages—Indirect 
Other direct charges 
Rent and Rates—Factory 
Rent and Rates—Office 
Indirect consumption of material 
—Depreciation-Plant etc. 

Office furniture 


from the Books of 
year 1971: 

Rs. 

20,000 

85,000 

40,000 

5,000 

75,000 

10,000 

15,000 

5,000 

500 

500 

1,500 

100 
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Salary—Office 

Salary—Salesmen 

Other factory expenses 

Other Office expenses 

Managing Director’s remuneration 

Other selling expenses 

Travelling expenses of salesmen 

Carriage and freight outward 

Sales 

Advance Income-tax paid 
Advertisement 


2,500 

2,000 

5,700 

900 

12,000 

1,000 

1,100 

1,000 

2,50,000 

15,000 

2,000 


Managing Director’s remuneration is to be allocated Rs. 4,000 
to factory, Rs. 2,000 to the Office and Rs. 6,000 to selling depart¬ 
ments. From the above information prepare: 


(a) Prime Cost; 

(b) Works Cost; 

(c) Cost of Production; 

(d) Cost of Sales; 

(e) Net Profit. 


( B. Com., Andhra , April 1987) 


Ans. Statement of Cost and Profit for 1971 


Raw Materials: 

Opening Stock 

20,000 

Rs. 

Add: Purchases 

85,000 


Carriage Inwards 

5,000 



1,10,000 


Less: Closing Stock 

40,000 


Consumed 


70,000 

Wages—Direct 


75,000 

Direct Charges 


15,000 


(a) Prime Cost 


Add: Factory Overheads 


Indirect Consumption of material 

500 

Wages—Indirect 

10,000 

Rent and Rates & factory 

5,000 

Depreciation—Plant 

1,500 

Other factory exp. 

5,700 

M.D’s remuneration 

4,000 


1,60,000 


26,700 
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(b) Works Cost 


Add: Office Overheads: 


Rent and Rates—Office 

500 

Salary—Office 

2,500 

Other Office exp. 

900 

M.D’s remuneration 

2,000 


1,86,700 


5,900 


(c) Cost of Production 1,92,600 

Add: Selling and Distribution Overheads: 

Salary—Salesmen 2,000 

M.D.’s remuneration 6,000 

Other selling exp. 1,000 

Travelling exp. of salesmen 1,100 

Carriage and freight outward 1,000 

Advertisement 2,000 

-13,100 


(d) Cost of Sales 
Sales 


2,05,700 

2,50,000 


(e) Net Profit 


44,300 


Paid is not to be taken in Cost sheet. 

the manufacture of a standard 


Note: Office furniture is an Asset. 
Advance Income-tax 

Q,. 7. The following data relate to 
product during a month: 

Raw materials consumed 
Direct wages 
Machine hours worked 
Machine hour rate 
Administrative overheads @ 
Selling overheads (5 
Units produced 
Units sold 

You are required to prepare 
unit and (b) profit for the period. 


Rs. 20,000 
„ 12,000 
950 
Rs. 2 

15% on'works cost 
37 *Paise per unit 
20,000 

18^000 @ Rs. 2.50 
a cost sheet showing (a) cost per 

(B.Com.y Andhra , 1986 ) 
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Aas. Statement of Cost and Profit (Production 20,000 Units) 


Particulars 

Amount 

(Rs.) 

Per Unit 
(Rs.) 

Raw Materials consumed 

20,000 

1.00 

Direct Wages 

12,000 

0.60 

Direct exp. 



Prime Cost 

37,000 

1.60 

Factory Overheads:. 

Machine exp. 950x2 = 

1,900 

0.095 

Works Cost 

33.900 

1.695 

Adm. Overheads 15% on Works Cost 

5,085 

0.254 

Cost of Production of 20,000 Units 

38,985 

1.949 

Less: Closing stock of finished Products 

2,000 units at Rs. 1.949 = 

3,898 

— 

Cost of goods sold 18,000 units 

35,087 

1.949 

Selling overheads at 37 Paise per Unit on 

18,000 units. = 

6,660 

0.370 

Cost of Sales 18,000 units 

41,747 

2.319 

Sales 18,000X2.50 = 

45,000 

2.500 

Profit on 18,000 units 

3,253 

0.181 

(a) Cost of Production per Unit 

Cost of sales per unit 

(b) Profit for period 


Rs. 

1.949 

2.319 

3,253 


ft 8 From the following particulars prepare a Cost Sheet Show¬ 
ing (i) Cost of materials used, (ii) prime cost, (iii) works cost, (iv) cost 
of production, (v) percentage of works overhead to productive wages 
and (vi) percentage of general overhead to works cost. 


Rs. 

Stock of materials, 1st January 1969 10,000 

Stock of finished goods on 1st Jan. 1969 25,500 

Raw materials purchased 2,90,000 

Productive wages ' 1,95,000 

Sales 60,600 

Stock of materials unused, 31st Dec. 69 12,500 

Works overhead 43,000 

Office and general expenses 36,000 

Stock of finished goods 31st Dec. 1969 24,000 


{B>Com. y Osmania) 
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Ans. 


Cost Sheet 


Rs. 


10,000 

290,000 

3,00,000 

12,500 


Stock of Materials 1-1-69 
Add: Raw materials purchased 

Less: Stock on materials unused on 
31.12.69 

(i) Cost of materials used 
Productive wages 
Direct exp. 

(ii) Prime Cost 
Works overhead 

(iii) Works cost 
Office and general exp. 

(iv) Cost of production 

(v) % of works overhead to 

43,000 ^, 1AA _r> n^°/ 

productive wages — j ,9 5,665" X luu ” zz,u * >/o 

(vi) % of general overhead to 

works cost = 5 ^^ X 100 = 6 - 85 % 

. 9 The following data have been extracted from the books of 

Sunlffine trim*. & f<* «« > 985 ^ pleclatioo; 

. 25,000 Plant & 

85,000 ^ Machinery 


2,87,500“ 

1,95,000 


4.82.500 
43,000 

5.25.500 
36,000 

5.61.500 


Opening stock of Raw 
Material ^ . 

/Purchase of Raw Material 
Closing stock of Raw 
r Material / 

Carriage Inwards / 
^Wages Direct 

Wages-Indirect 
J'Other-Direct charges 
''Rent & Rates—Factory 
v/ Rent & Rates— Office 
f Indirect consumption ot 
y Material 

J Other Factory Expenses 
Advance Income-tax paid 


Rs. 


1,500 

100 


40,000 

5,000 

75,OCO 

10,poo 

15,000 

5,000 

500 

500 

5,700 

15,000 


2,500 

2,000 


vX)ffice/Furniture 
^/Salary: 

Office 
Salesman 
^Pther Office 
^expenses: 

’Manager’s 
Remuneration 
Bad DeBfs written 
off 

^Advertising 
expenses 
/Travelling 

v Expenses of sales¬ 
man 1,100 

/Carriage outwards 1,000 
Sales 2,50,000 
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The Manager has overall charge of the company and his remune- 
ration feto be*iallocated at Rs. 4,000 to the factory, Rs. 2,000 to the 
office and Rs. 6,000 to the selling operations. 

i- m the above particulars prepare a statement showing (a; 
Pri£e cost; (b) Factory cost; (c) Cost of Production; (d) Cost of sales 

and; (e) Net Profit. ( B.ComAndhra) 



Statement of Cost & Profit 


Opening Stock of R.M. 
Add: Purchases 

Carriage Inwards 


Less: Closing Stock of R.M. 

R.M- Consumed 
Wages Direct 
Other Direct charges 


25,000 

85,000 

5,000 


1,15,000 

40,000 


Rs. 


75,000 

75,000 

15,000 


(a) Prime cost 

Add: Factory overheads: 

Indirect consumption of 
materials 
Wages-Indirect 
Rent & Rates Factory 
Other factory exp. 

Dep.—Plant & Machinery 
Manager’s Remuneration 


1,65,000 


500 

10,000 

5,000 

5,700 

1,500 

4,000 


26,700 


(b) Factory cost 1 & 1,700 

Add: Office overheads: 


Rent & Rates—Office 

500 

Dep.—Office furniture 

100- 

Salary—Office 

2,500 • 

Other office exp. 

900 

Manager’s remuneration 

2,000' 


6,000 

1,97,700 


(p) Cost of Production 
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Add: Selling overheads: 

Salary-Salesmen 2.000 

Manager’s remuneration 6,000 

Bad debts written off 1,000 

Advertisement exp. 2,000 

Travelling exp. of Salesmen 1,100 

-12,100 

Distribution overheads 

Carriage outwards 1,000 


(d) Cost of Sales 
Sales 


2,10,800 

2,50,000 


(e) Net Profit 


39,200 


Note: Advance Income Tax paid Rs. 15,000 need not be taken in 
cost accounts. 

/ Q,. 10. In a factory two] types of radio sets are m anufactured 
Aamely, “Popular” and “Delux” models. From the following parti¬ 
culars prepare a statement showing cost per radio set and profit per 
radio set sold. There is no opening or closing stock. 


“Popular” _ “Dclux” 

Rs. Rs. 

Labour 46.800 62,920 

Materials 81,900 1,08,680 

Works on Cost is charged at 80% on labour and office on cost is 
taken at 15% on works cost. 

“Popular” radio sets sold during the period jare 234 at Rs. 1,000 
each and “Delux” radio sets are 286 at Rs. 1,100 each. Ascertain 
the total profits as per cost books from the above pariiculars. 

, N ( B.Com . Allahabad) 


Ans. 


Materials . 

Labour 

Works at 80% on 

labour 


Works cost 

Office on cost at 15% on 
r works cost 


Popular 

Rs. 

Delux 

Rs. 

Total 

Rs. 

81,900 
46,800 • 

1,08,680 

62,920 

1,90,580 

1,09,720 

37,440 

50,336 

87,776 

1,66,140 

2,21,936 

3,88,076 

24,921 

33,290 

58,211 
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Cost of Production: 
Sales 234X1000 


1,91,061 2,55,226 4,46,287 

2 34,000 3,14,600 6,48,600 

(286x1100) 


Profit 

Cost per set 
Selling price per set 


42,939 59,374 1,02,313 


1,91,06 1 2,55,226 

234 286 

816 50 892.40 

1,000.00 1,100.00 


183.50 


207.60 


Profit per set — ____ 

a chocolate factory raw materials to the extent of 
4 OOOIbs. at Rs. 5 per lb.'have been issued. Three typcsof confec¬ 
tionery are to be manufactured, consuming material in 'he propor- 
. < i.i.i resnectivelv. A wastageof 5% is allowed. The wages 

for three types are Respectively,'R's. 6,000, Rs. 4,000 and Rs. 1,800. 
Factory overhead is taken to be 70% of wages and office overhead 
20% of works cost. Prepare a chart to show the total cost per lb. of 

each type of confectionery. < B .Com., Osmania) 


Ans 


Statement of Cost 


Types of Confectionery 

I 

Rs. 

11 

Rs. 

III 

Rs. 

R.M- consumed 

4,000 lb at Rs. 5=Rs. 20,000 
in proportion to 4:3:1 

Wages 

Factory overhead at 70' £ of 
wages 

10,000 

6,000 

4,200 

7,500 

4,000 

2,800 

2,500 

1,800 

1,260 

Works cost 

Office overhead at 20% of 
works cost 

20,200 

4,040 

14,300 

2,860 

5,560 

1,112 

Total cost 

24,240 

17,160 

6,672 

4000 lbs. R.M. issued 

4:3:1 ratio 

Less: Wastage at 5% 

• 

2,000 

too 

1,500 

75 

500 

25 

Output—Lbs. 

1,900 

1,425 

475 

Total cost per lb. 

Rs. 

24,240 

1,900 

12.76 

17,160 
1,425 
= 12.74 

6,672 

475 

= 14.05 


r 
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Q,. 12. Atlas National Cycle Manufacturing Company Ltd. 
(which commenced its works on 1st January 1980) supplies the 
following information and requires you to.prepare a statement show¬ 
ing the production cost and profit per cycle sold and the 'aggregate 
profit for the company. 

Wages and materials are charged at cos.t and works on cost at 
80% of Wage* and office on cost at 20% of works cost. : 

% The company manufactures two types of cycles. The following 
information is also furnished. 



Model A 

Model B 

Materials per cycle 

40 

*• 

50 

Wages 

20 

30 

Selling price 

100 

150 

During the year 12,000 cycles of model A and 8,400 of model B 
were manufactured and also sold. 

( B.Com.y Osman id) 

Ans. 

Model A Model B 

Rs. Rs. 

Materials per cycle 

40 

50 

Wages 

20 

30 

Works on cost at 80% on wages 

16 

24 

> ' • 

Works cost 

76 

104 

Office on cost at 20% of works cost 15.20 

20.80 

Production cost per cycle 

91.20 

124.80 

Selling price 

100.00 

150.00 

Profit per cycle 

8.80 

25.20 

No. of cycles sold 

12,000 

8,400 

% 

Total profit 

12,000 X 8.80 8,400 X 25.20 

=Rs. 1,05,600 =Rs. 2,11,680 

V » 


Aggregate Profit for the company =1,05,600 4-2,11,680 
/ . ' =Rs. 3,17,280. 

13. From the following you are required to ascertain (a) Cost 
of materials used; (b) Value of output of manufactured goods; (c) 
Percentage of gross profit to sales. * • _ 
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Trading Account 


To Stock 

Finished goods 
Raw Materials 

To Purchases / 

To Wages 
To Carriage 
To Gross Profit 


8,000 

2,4tt0^ 

-10,400 

24,000 

40,000 

2,000 

17,400 


93,800 


By Sales 
By Stocks! 

• Finished 
goods 
Raw 

Materials 


7,000 

2,800 


84,000 


9,800 


93,800 


( B.Com. Bombay) 



Opening stock of Raw Materials 
Add: Purchases 
Carriage 


2,400 

24,000 

2,000 


Less: Closing stock of Raw Materials 

(a) Cost of Materials used 
Wages,. 


28,400 

2,800 


25,600 

40,000 


(b) Value of output of manufactured 
goods 


65,600 


(c) 

ft 

costing 


% of G.P. to Sales=-p^jjj-x 100-20.71% 

14. The following particulars have beenjextracted from the 
records of a manufacturing company. 


Opening stock: 

Raw Materials 
Finished goods 
Closing Stoc^: 

Raw Materials 
Finished goods 
Work in progress: 

Opening 

Closing 

Packing & Advertising 
Purchase of raw materials 


3,211 
y 1,564 

4,675 

2,192 

2,463 

2,947 

1,229 

16,724 
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_. Rs. 

Direct wages 8,640 

Indirect wages (factory) 956 

Sales . 37 293 

Carriage on Sales *673 

Factory Expenses 1,172 

Office Expenses 993 

Traveller’s Salaries 1,172 

Repairs to Plant & Machinery *274 

Carriage on purchases 317 


You are required to prepare an account showing (i) Prime Cost; 
(ii) Cost of production; (iii) Gross profit; (vi) Net profit. 

( B.Com . Bombay) 


Ans. 


Statement of Cost and Profit 


Opening stock of R.M. 
Add: Purchases 
Carriage on 


Less: Closing stock of R.M 


R.M. consumed 
Direct Wages 
Direct Exp. 


(i) Prime cost 

Add: Factory overheads: 

Indirect wages—Factory 
Factory exp. 

Repairs to Pfant 


Factory cost 

Add: Opening W.I.P. 

Less: Closing W.I.P. 

Factory cost of finished goods 
Add: Office exp. 

(ii) Cost of production of finished goods 
Add: Opening Stock of finished goods 
Less: Closing „ „ 


Rs. 

3,211 

16,724 

317 


20,252 

4,675 


15,577 

8,640 


24,217 

956 

1,172 

274 

- 2,402 


26,619 
(+) 2,463. 
(-) 2,947> 

26,135 

995 


27,130 
(+) 1,564 
(-) 2,192 


Cost of goods sold 


26,50? 
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Add: S & D overheads: 

Packing & Advt. 

Carriage on sales 

Traveller’s salaries 

1,229 

673 

1,172 

3,074 

Cost of Sales 

Sales 

(iv) Net profit 


29,576 

37,293 

7,717 

26,135 

(iii) Factory cost of finished goods -- 

Add: Opening stock of finished goods 

Less: Closing ,» >» ** 

Sales 

Gross Profit 


(+) 1,564 
(-) 2,192 

25,507 

37,293 

11,786 

\ ° r 

Mefprofit \ 

- Add: Office overhead^ 

S & D overhead 


7,717 

995 

3,074 

Gross profit / 


11,786 


15. From the following particulars, prepare a cost statement 
showing the component of total cost and profit for the year ended 

31st December, 1985. ,, _ oc 

On 1st Jan. ’85 On 31st Dec. 85 


Stock of finished goods 
Stock of raw material 
Work in progress 


Rs. 


Purchase of raw ^ 
material 

Carriage inwards 
Wages * 

Works Manager’s 
Salary / ; 

Factory employees 
salaries 

Factory rent, taxes 
and Insurance 
Power expenses 
Other production Exps. 


4,75,000 
—* 2,500 
•^1,75,000 

^ 0,000 


6,000 

40,000 — 
15,000 • 

• 

S ales fo r the year 
Income Ta^ -— 


►ivideni 


reegimi^— . 
^Deb£ntux£s ? 


fransfer to Sinking _ 
•und tor replacement 


60,000 (^Goodwill written o<Q 
Payment to Sales lax 
7,250 General expenses 
9,500 
43,000 


15,000 
50,000 ^ 
10,000 

Rs. 

8,60,000 
5,000 
2,500 
10,000 


20,000 

10.500 
16,000 

32.500 


( B.ComAndhra Adapted ) 
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Ans. Statement of Cost & Profit 



Rs. 

Rs. 

Opening Stock of R.M. 

40,000 


Add: Purchases 

4,75,000 


Caniage Inwards 

12,500 

5,27,500 


Less: Closing Stock of R.M. 

50,000 


R.M. consumed 


4,77,500 

Wages 


1,75,000 

Direct expenses 

Prime Cost 

Add: Factory overheads: 


6,52,500 

Works Manager’s salary 

30,000 


Factory employees salaries 

60,000 


Factory rent, taxes & Insurance 

7,250 


Power exp. 

9,500 


Other Production exp. 

43,000 

1,49,750 

Factory cost 


8,02,250 

Add: Opening W.I.P. 


(+) 15,000 

Less: Closing W.I.P. 


(-) 10,000 

Factory cost of finished goods 


8,07,250 

Add: General expenses 


32,500 

Cost of finished goods 


8,39,750 

Add: Opening stock of finished goods 


(+) 6,000 

Less: Closing . „ „ 


(-) 15,000 

Cost of goods sold 

Add: S & D Overheads: 


8,30,750 

Payment of Sales Tax 


16,000 

Cost of Sales 


8,46,750 

Sales 


8,60,000 

Profit 


13,250 
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Note: 


1 . The following are not to be taken into cost 

Income Tax, Dividend Reived Interest on Debentures, 

Transfer to Sinking Fund and Goodwill written on 

2. Payment of Sales Tax: It has to be P ai V"H?,rted under 
it is considered as selling expenditure and included under 

S & D overheads. 

O . 16. A television manufacturing company :finds that in 1980,. 
the cost to manufacture 200 television sets was Rs. 6,16,00° which u. 
* at R S 4,000 each. Cost was made up of: Materials Rs. 2,00,000, 
g?£* wages. Rs. 3,00,000; Factory Overhead expenses Rs. 60,000, 

Office expenses Rs. 56,000. 

For 1981 season, it estimates: 

/a) That each television will require materials to the value of 

Rs. 1,000 and'wages of Rs. 1,500. 

fb) That the factory overhead expenses will bear the same rela¬ 
tion to direct wages as in the previous year. 

(c) The percentage o'r office overhead expenses on factory cost 
will be the same as ih the previous year. 

Prepare a statement showing the profit it should make per unit if 
it enhances the price of television by**. 80, 



Cost Sheet of 1980 


Materials 
Direct wages 
Factory overheads 


Rs. 

2,00,000 

3,00,000 

60,000 


Factory cost 
Office expenses 

Cost of production 


5,60,000 

56,000 


6,16,000 


Cost per unit 
Selling price per unit 
Profit per unit 


6,16,000 

200 


3,080 

4,000 

920 


% of factory overheads on Direct 


wages ; 


3^X.0°= 2O % 


of office overheads on factory cost- 


56,000 


x 100=10% 


5,60,000 
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Estimate for 1981 


Rs. 

1,000 

1,500 

300 


Materials 

Wages 

Factory overheads 20% of wages 


Factory cost 2,800 

Office overheads at 10% of factory cost 280 

Cost of production per unit same as in 1980 3,080 

Selling price 4000+80 4,080 

Profit per unit 1 ,000 


Q,. 17. From 
cost in detail: 


the following particulars prepare a statement of * 


Opening stock: 



Closing stock: 


Purchases of raw* materials/ 
Sale of finished goods 
Expenses on purchases 
Carriage on sales 
Wages: Direct 
Indirect 


Raw materials v/ 
Finished goods 
Raw materials 
Finished goods 


Manufacturing expenses 
Supervision (Factory) 

Rent, Rates & Insurance 
Lighting 

Repairs: Premises 

Plant & Machinery 
Depreciation of plant & machinery 
Office expenses •' 

<5eBerrfure intere7t'*^\ 

Income Tax' / 

1/15th of rent, rates and insurance lighting and repairs 
to premises to be treated as office charges. 


Rs. 

1,26,900 ^ 

67.500 
1,63,400^ 

58.200 
6,92,100*/ 
11,93,700 

3,200/ 

29,900 

1,51,200’/ 

23,300/ 

9,300 

29.400 

28.500 
7,500 
3,000 
4,900 

16,600 

37.400 
7,500 

32.200 


( B.ComAndhra , April 1983 ) 
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Statement of Cost 

Amount Rs. 


'Opening stock of Raw Materials 
Add: Purchases 

expenses on purchases 

Less: Closing stock of Raw Materials 

Consumption of Raw Materials 
Wages—Direct 

—Direct Expenses 

Prime Cost 

Add: Factory overhead: 

Indirect wages 
Manufacturing expenses 
Supervision (factory) 

Rent, Rates & Insurance : 2 *»500xl4 5° 
Lighting ZnSnZld/ll 

Repairs to premises . 3,UUUXi4/io 

Repairs to plant & machinery 
Depreciation of plant & machinery 


1,26,900 

6,92,100 

3,200 

8,22,200 

1,63,400 


23,300 
9,300 
29,400 
= 26,600 
= 7,000 
■ 2,800 
4,900 
16,600 


Works cost or Factory Cost 
Add: Administration overheads: 

Office expenses ..c i°ann 

Rent, Rates & Insurance : 28,500x1/15—1,900 
Lighting : 7,500x1/15= 500 

Repairs to premises : 3,000x1/15= 200 

Cost of production 

Add: Opening stock of finished goods 

Less: Closing stock of finished goods 
Cost of goods sold 

Add: Selling and Distribution overhead: 

Carriage on sales 

Cost of sales or Total Cost 
Sales of Finished goods 

Profit 


6,58,800 

1,51,200 

nil 

8,10,000 


1.19.900 

9.29.900 


40,000 

9,69,900 

67,500 

10,37,400 

58,200 

9,79,200 

29,900 

10,09,100 
1 1,93,700 

1,84,600 


Note: Debenture interest Rs. 7,500 and Income tax Rs. 32,200 
are financial items and hence these are excluded from 
Cost Account. 
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15,000 

9,000 

900 

5 


Q,. 18 . The following data relate to the manufacture of a product 
during November 1982. 

Raw materials consumed 
Direct wages 
Machine hours worked 
Machine hour rate 

Administrative overheads 2% on works cost 
Selling overheads 50 P per unit 

Units produced 17,100 

Units sold 16,000 at Rs. 4 

per unit 

Prepare a cost sheet from the above showing 

(a) The cost per unit 

(b) Profit per unit and 

(c) Total profit for the period (g.Com., Andhra, April 1983 ) 


Ans. 

Units produced 17,100 


Cost Sheet 

Unit sold 16000 at Rs. 4 per unit 


Raw materials consumed 

Direct wages 

Direct expenses 

Rs. 

15,000 

9,000 

Rs 

15,0C0 

17,100 

per unit 

0.88 

0.53 

Prime Cost 

24,000 


1.41 

Works overhead 

900 machine hours at Rs. 5 

4,500 


0.26 

Works Cost 

28,500 


1.67 

Admn. overheads at 2% on 
Works Cost 

570 


0.03 

Cost of Production of 

17,100 units 

29,070 


1.70 

Less: Closing stock of 
finished goods 17,100— 
16,000= 1,100 units 
at Rs. 1.70 per unit 

Cost of goods sold 16,000 
units. 

1,870 

27,200 


1.70 

Selling overheads at 

50 paise per unit on 

16,000 units 

8,000 


0.50 

Total cost or cost of 
sales of 16,000 units 

35,200 


2 .20(a) 

Sales of 16,000 units 

64,000 


4-#0 

Profit on 16,000 units 

28.800(c) 


1.80(b) 
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(a) Cost per unit: Rs. 2.20 

(b) Profit per unit: Rs. 1.80 

(c) Total profit for the period: Rs. 28,800 

Note: Closing stock of finished goods should be valued at cost of 
production i.e. at Rs. 1.70 per unit in this case. 

*y Q. 19. Modern Metals and Minerals operates a silver mine 
which yields copper and silver as joint products. 

A summary of expenses and turnover for the year 1975 is given 
below: 


Particulars Rs. 

Opening stock of ores at cost 
Opening stock of material in process. 

Excavation costs 
Milling and concentration 
Smelting 

Closing stock of ores 
Closing stock of metals in process 
Estimated value of depletion 

Further expenses on Silver Extraction and Refinement 
Further expenses on further processing of Residual 
for copper 

General Expenses on joint product (before split-off) 

General Expenses on Silver Extraction 
General Expenses on Copper Extraction 
Selling and Distribution Expenses: 

Silver 
Copper 

Gross Realisation on sales of total out of: 

Silver 

Copper 

Required a consolidated statement of: 

(1) Cost of Production 

(2) Cost of sales and 

(3) Net profits (subject of Taxation) for both 
Silver and Copper: 

(ftf.Com.y Andhra , 1978) & (A.C.S. Final, June 1982) 


5,00,000 

8,00,000 

78,00,000 

57,00,000 

75,00,000 

7,00,000 

9,00,000 

1,80,00,000 

42,35,000 

11,35,000 

1,00,000 

1,25,000 

75,000 

45,000 

30,000 

5,84,59,000 

72,46,000 
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Ans. Statement of Joint Costs 


Particulars 

Amount 


(Rs. 

in lakhs) 

Opening Stock of Ores 

5.00 


Add: Estimated value of depletion 

180 00 



185 00 


Less: Closing stock of Ores 

7.00 


Consumption of Ores 


178.00 

Add: excavation costs 


78.00 

Cost of Ores used 


256.00 

Milling and concentrations 


57.00 

Smelting 


75.00 

Gen. exp. on joint product (before split-off) 

1.00 



389.00 

Add: Opening stock of metals in process 


8.00 



397.00 

Less: Closing stock of metals in process 


9.00 

Total joint costs 


388.00 

t 

Statement of Gross and Net Sales Value (Rs. in 

lakhs) 

Particulars Silver 

Copper 

Total 


A. Gross realisation on sales 584.59 72.46 657.05 


B. Costs after split-off: 




Further exp. on silver 




extraction and refinement 42.35 

— 

42.35 

Further exp. on further 




processing for copper 

— 

11.35 

11.35 

Gen. expenses 

1.25 

0.75 

2.00 

Total B 

43.60 

12.10 

55.70 

C. Selling and Distbn. exp. 

0.45 

0.30 

0.75 

Total (B+C) 

44.05 

12.40 

56.45 

D. Net sales value 




(A—B-C) 

540.54 

60.06 

600.60 

Percentage of total 

90% 

10 % 

100 % 
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Statement of Cost of Production, Cost of Sales and Net Profit 

( Rs . in lakhs) 


Particulars 

Silver 

Copper 

Total 

Total joint costs apportioned 
90:10 ratio (i.e., in propor¬ 
tion of net sales of value) 

Costs after split-off 

349.20 

43.60 

38.80 

12.10 

388.00 

55.70 

(a) Cost of Production: 

Add: selling and Distbn. 
exps. 

392.80 

0.45 

50.90 

0.30 

443.70 

0.75 

<b) Cost of sales 

Gross realisation on sales 

393.25 

584.59 

51.20 

72.46 

444.45 

657.05 

<c) Net Profit (Subject to 
taxation) 

191.34 

21.26 

212.60 


O. 20. The following details have been obtained 
records of Venkateswara Paints Limited, Tirupati: 

Stock of Raw Materials (1.9.81) 

Stock of Raw Materials (30.9.81) 

Direct wages 
Indirect wages 
Sales 

Work-in-progress (1.9.81) 

Work-in-progress (30.1.81) 

Purchase of Raw Materials 
Factory Rent and Rates 

Depreciation on Machinery ____— 

Expenses on Purchases =-"" 

Carriage outwards 

Advertising 

Office Rent-and Taxes 

Traveller’s Commission 

Stock of Finished Goods (1.9.81) 

Stock of Finished Goods (30.9.81) 

Prepare a statement of cost in details. 


from the 


Rs. 

75,000 

91,500 

*52,500 

2,750 
2,11.000 
28,000 
35,000 
66,000 
15,000 

3.500 

1.500 

2.500 

3.500 

2.500 

6.500 
54,000 
31,000 


C B.ComAndhra , April 1982) & ( B.Com ., Andhra , April 1981) 
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Ans. 

Particulars Amount 



Rs. 

Rs. 

Opening Stock of Raw Materials 

75,000 


Add: Purchases 

66,000 


Expenses on purchases 

1,500 


Less: Closing stock of Raw materials 

1,42,500 

91,500 

• 

Consumption of Raw materials 


51,000 

Direct Wages 


52,500 

Direct expenses 


nil 

Prime Cost 


1,03,500 

Add: Factory overheads: _ 

Indirect wages 

2 9 /j\) 


Factory Rent and Rates 

15,000 


Depreciation on Machinery 

3,500 

21,250 

Factory Cost 


1,24,750 

28,000 

Add: Opening W.I.P. 


1,52,750 

Less: Closing W.I.P. 


35,000 

Factory cost of Finished goods 


1,17,750 

Add: Admn. overheads—Office Rent 

and Taxes 


Z,5UU 

Cost of Production 


1,20,250 

Add: Opening Stock of Finished goods 


54,000 

Less: Closing stock of Finished goods 


1,74,250 

31,000 

Cost of goods sold 


1,43,250 

Add: Selling & Distribution overheads: 

Advertising 

3,500 


Traveller’s Commission 

6,500 


Carriage outwards 

2,500 

12,500 

Total Cost or Cost of Sales 


1,55,750 

Sales 


2 ,11,000 

Profit 


55,250 
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ft. 21. Prepare Cost Sheet from the following particulars: 


Rs. 
1,32,000 
1,10,000 
44,000 
1,584 


Purchase of Raw Materials 
Wages 

Works Overheads 
Carriage Inward 

Stock 1.1.76: 22,000 

Raw materials 17,600 

Finished Product—1,600 tons 

Stock 30.6.76: ' 24,000 

Raw Materials OOO 

Finished Product—3,200 tons 5^280 

Work-in-progress 1.1-76 17,600 

Work-in-progress 30.0./o 8 oqq 

Cost of Factory Supervision WoOO 

Sales-Finished Product .fn* 

Advertising discounts allowed and selling costs 
paise per ton fold, 25,60Q tons of commodity were produced during 

the period.. > (B.Com. % Andhra , April, 1982) 


Cost Sheet 


Production 25,600 tons Sale 1600 + 25,600 -3,200 = 24,000 tons 


Particulars 

Rs. 

Amount 

Rs. 

Opening stock of Raw Materials 

Add: Purchases 

Carriage inward 

22,000 

1,32,000 

1,584 


Less: Closing stock of Raw materials 
Consumption of Raw materials 

Wages 

Direct Expenses 

1,55,584 

24,000 

1,31,584 

1 ,10,000 

nil 


Prime Cost 

Works overheads 

Cost of Factory Supervision 


2,41,584 

44,000 

8,800 

Works Cost 

Add: Work-in-progress as on 1.1.76 


2,94,384 

5,280 



2,99,664 
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Less: Work-in-progress as on 30.6.76 

17,600 

Works Cost of 25,600 Tons 

2,82,064 

Administration Overhead 

nil 

Cost of Production of 25,600 Tons 

Add: Opening Stock of Finished 

2,82,064 

Products 1,600 Tons 

17,600 

Cost of Production of 27,200 Tons 

Less: Closing stock of Finished 

2,99,664 

Products 3,200 Tons 

35,000 

Cost of goods sold—24,000 Tons 

Selling & Distribution overheads: 

Advertising, discounts allowed and selling cost: 

2,64,664 

24,000 Tons at 75 paise 

18,000 

Total Cost or Cost of Sales of 24,000 Tons 

2,82.664 

Sales 

3,30,000 

Profit 

47,336 


Q,. 22. From the following particulars, prepare a Cost Sheet 
showing the different elements of cost,' bringing out the figures for 
factory, selling and distribution and’ administration overhead sepa¬ 
rately for the period ending 31st December 1981: 

^ Rs. 


Stock of materials 1st January 1981 
Stocks of materials. 31st December 1981 J 
Purchases of materials j 
Productive wages / 

Direct expenses - 
Unproductive wages r 
Factory rent and taxes / 

Factory lighting 
Factory Insurance 
Office Insurance 
O' Legal expenses 

Rent of warehouse. 

Depreciation of Plant and Machinery r- 
Factory healing 
Motive Power. 

Haulage 

Director’s fees (Work) 

Director’s fees (Office) 

Factory cleaning 
Sundry Office expenses 
Estimating expenses 


34 300 
29,400 
65,100 
45,000 
4,000 
12,300 
8,400 
2,800 

1.500 
700 
400 
500 

2,800 

1,*00 

4,600 

3.500 

1.500 
3,000 

700 

250 

750 
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Factory stationery 
Office stationery 
Loose tools written-off - 
Rent and Taxes (Office) 

D^preciadoifof Office Buildings 
Depreciation of delivery vans . 
Bad Debts 
Advertisement 
Sales department salaries 
Upkeep of delivery vans 
Bank charges 
Commission on sales 


(B Com. y Calicut. Sept.!Oct. 
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400 

1,000 

500 

800 

1,200 

1.500 

400 

200 

300 

1,800 

600 

80 

1,920 

1982) 


Ans. 


Cost Sheet for the Year ended 31-12 81 


Particulars 


Rs. 


Amount 

Rs. 


Stock of materials as on 1.1.81 
Add: Purchases 


Less: Stock of materials as on 21.12.81 


34,300 

65,100 

99.400 

29.400 


Materials consumed 
Productive wages 
Direct Expenses 


70,000 

45,000 

4,000 


Prime Cost 


1,19,000 


Factory Overheads : 

Unproductive wages 

Factory rent & taxes 

Factory lighting 

Factory Insurance 

Depreciation of Plant & Machinery 

Factory heating 

Motive power 

Haulage 

Director’s fees (works) 

Factory cleaning 
Factory stationery 
Loose Tools written-off 
Water supply 


12,300 

8,400 

2,800 

1.500 
2,800 
1,800 
4,600 

3.500 

1.500 
700 
400 
500 

1,200 

- 42,000 


Factory Cost 


1,61,000 


164 


rathnam’s cost and management accounting 


Admn. Overheads’. 


Office Insurance 

700 

Legal expenses 

400 

Director’s fees (Office) / 

3,000 

Sundry Office exp. 

250 

Estimating exp. 

750 

Office stationery 

1,000 

Rent & Taxes (Office) 

800 

Depreciation of Office Buildings 

1,500 

Bank charges 

80 


- 8,480 

Cost of Production 
S & D Overheads : 

Commission on Sales 
Bad debts 
Advertisement 
Sales Deptt. Salaries 


Selling overheads 

4,220 


Rent of warehouse 

500 


Depreciation of Delivery vans 

400 


Upkeep of delivery vans 

600 


Distribution overheads 

1,500 


Total S & D Overheads 


5,720 

Total Cost of Sales 


1,75,200 


1,69,480 

1,920 

200 

300 

1,800 


Q. 23. A Foundry owner produced 3,000 castings in a month. 
From the given particulars prepare- a production account. An 
amount of Rs. 20,000 was realised on the sale of scrap. 



Opening 

Purchases 

Closing 


Stock 


Stock 


Rs. 

Rs. 

Rs. 

Coal 

19,000 

80,000 

16,000 

Coke 

14,600 

1,14,000 

13,000 

Pig iron 

22,400 

94,000 

19,800 

Others 

11,200 

34,000 

12,000 


General factory expenses Rs. 19,000 
Wages Rs. 70,000. 

( B.Com ., Andhra , April, 1981) 
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^ns Production Account- 

-3,000 Castings 

Produced 

Items of Cost 

Cost af 3000 
castings pro¬ 
duced 
(Rs.) 

Cost per 
casting 
produced 
(Rs.) 

Consumption of: 

Coal 

Coke 

Pig Iron 

Others 

Total consumption 

Less: Sale^of scrap 

Net consumption 

Wages 

General Factory expenses 

83,000 

1,15,600 

96,600 

33,200 

3,28,400 

20,000 

27.667 

38.533 

32.200 

11.067 

109.467 
(-) 6.677 

3,08,400 

70,000 

19,000 

102.800 

23.333 

6.333 

Cost of castings: 

3,97,400 

132.466 

• 

(Say Rs. 132.47 per casting) 


Note: Consumption = 
Coal = 


opening stock +purchases-closing stock 
19,000 + 80,000 — 16,000 
= 83,000 & so on. 


0. 24. The following details have been obtained 
records of Venkateswara Paints Ltd., Madras: 


Stock of Raw Materials 1-9-79 
Stock of Raw Materials 30-9-79 
Direct Wages 
Indirect Wages 
Sales 

Work-in-progress 1-9-79 
Work-in-progress 30-9-79 
Purchase of Raw Materials 
Factory Rent and Rates 
Depn. on machinery 
Exp$. on purchases 
Carriage outwards 
Advertising 
Office rent and taxes 
Travelling Commission 
Stock of Finished Goods 1-9-79 
Stock of Finished Goods 30-9-79 


from the cost 


Rs. 

75,000 

91.500 

52.500 
2,750 

2,11,000 

28,000 

35,000 

66,000 

15,000 

3.500 

1.500 

2.500 

3.500 

2.500 

6.500 
54,000 
31,000 
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You are required to prepare a cost sheet and show the percentage 
of factory and office on-costs to the wages and works cost respecti¬ 
vely. 

(B.Com.y Andhra , April , 1981) & (B.Com.y Andhra , April, 1982) 


Ans, Cost Sheet 


Particulars 

Rs. 

Amount 

Rs. 

Opening stock of raw materials 

Add: Purchases 

Expenses on purchases 

75,000 

66,000 

1,500 


Less: Closing stock of raw materials 

1,42,500 

91,500 


Consumption of raw materials 

Direct wages 

Direct expenses 


51,000 

52,500 

nil 

Prime cost: 


1,03,500 

Add: Factory on-cost: 

Indirect wages 

Factory rent and rates 

Depn. on machinery 

2,750 

15,000 

3,500 

21,250 

Add: Opening W.I.P. 


1,24,750 

28,000 

Less: Closing W.I.P. 


1,52,750 

35,000 

Works cost of Finished goods: 
Add: Office on-cost: 

Office rent 8 c taxes 


1,17,750 

2,500 

Cost of production: 

Add: Opening stock of finished goods 


1,20,25a 

54,000 

Less: Closing stock of finished goods 


1,74,250 

31,000 

Cost of goods sold: 


1,43,250 
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Add: Selling & distribution overheads: 
Carriage outwards 
Advertising 
Travelling commission 

Total cost or cost of sales: 

Sales 


2.500 

3.500 

6.500 


Profit: 


percentage 


of factoiy on-cost on wages 

_21j250_ x 100 = 4 0 .48% 

52,500 


12,500 

T, 55,750 
2,11,000 

55,250 


Percentage of office on-cost on works cost 


Ji500_ x ioo=2.123%. 

1,17,750 

a , 25. prepare . co,< ,h.e> from the follows dam «o »nd 

profit and cost per unit: . Rs 1,60,000 

- ftaw Materials consumed Rs gO.OOO 

Direct Wages Rs . 16,000 

Offic^Overheads 10 % of Factory Cost Rs i 2 ,000 

Selling Overheads 
Units produced 4,0UU 
Units Sold 3,600 

Selling Price Rs. 100 per unit /*/«, 1982) 


Ans. Cost Sheet: Units Produced 4,000 and Units Sold 3,600 


Particulars 

Amount 

Rs. 

Per Unit 
Rs. 

Raw Materials Consumed 

Direct wages 

Direct exp. 

1,60,000 
80,000 

40.00 

20.00 

Prime Cost 

Factory Overheads 

2,40,000 

16,000 

60.00 

4.00 

Factory Cost of 4,000 units 

Office Overheads 10% of 

Factory Cost 

2,56,000 

25,600 

64.00 

6.40 

Cost of production of 4,000 units 

2,81,600 

70.40 



168 


rathnam’s cost and management accounting 


Add: Opening Stock of finished 

goods — _ 

Less: Closing Stock of finished 
goods 400 units at Rs. 70.40 

per unit 28,160 70.40 


Cost of goods sold—3,600 units 2,53,440 70.40 

Selling overhead 12,000 3.33 


Total Cost of 3,600 units 
Sales of 3,600 units at Rs. 100/- 

Profit on 3,600 units 


2,65,440 73.73 

3,60,000 100.00 


94,560 26.27 


Q,. 26. Following balances have been obtained from the books 
of Rivatex Limited for the year ended 31st December, 1980: 


Rs. 


Stock on 1st January, 1980: 


Manufactured goods 

974 

Raw materials 

300 

Depreciation of plant 

1,300 

Discount allowed 

374 

Printing and Stationery 

93 

Purchases:. 


Manufactured goods. 

1,274 

Raw materials ' 

8,726 

Repairs to plant 

. 250 

Office rent and rates 

650 

Coal 

579 

Carriage inwards • 

391 

Office salaries 

940 

Carriage outwards 

233 

General expenses 

317 

Factory rent and rates 

2,271 

Manufacturing wages and salaries 

11,029 

Travelling expenses 

279 

Sales 

29,942 

Stocks on 31st December, 1980: 


Manufactured goods 

2,794 

Raw materials 

200 


Goods manufactured are to be debited to the Sales Department 
at current market prices, viz., 27,150. 

You are required to prepare accounts in such a form as to 
disclose: 

(i) Cost of raw materials consumed. 

(ii) Prime Cost. 
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(iii) Factory Cost. 

(iv) Gross profit on manufacture. 

(v) Cost of own manufactured goods to Sales Departmen . 

(vi) Gross profit on sales; and ^ 

(vii) Net profit that may be considered rational from t accoun- 

ting point of view. ^ (».*,), D'M) 


Ads. 


RIVATEX Ltd 


Manufacturing a/c for the Year ended 31st Dec. 1980 


To Opening Stock of 
Raw Materials 
Add: Purchases 
Add: Carriage 
Inwards (Proportionate) 
391 X8,726 
8,7264-1,274 


8,726 


9,367 


Less: Closing Stock of 
raw materials 


(i) Cost of raw ma- l 9 167 
terials consumed J ’ 

To manufacturing wages 11,029 

To Direct expenses Nil 


(ii) Prime Cost 

Add: Factory Over 
heads: 

Depreciation of Plant 
Repairs to Plant 
Coal 

Factory rent & rates 

<iii) Factory Cost 
<iv) Gross Profit on 
manufacture= 


20,196 


1,300 

250 

579 

2,271 

24,596 

2,554 

27,150 


By Goods manufactured 
transferred to Sales 
Department at current 
market prices 27,150 


27,150 
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Trading A/c for the Year ended 31 st Dec. 1980 



Rs. 


Rs. 

To Opening Stock of 


By Sales 

29,942 

manufactured goods 

974 

,, Closing Stock of 


„ Purchase of manu¬ 
factured goods 

Add: Carriage 

Inwards 391—341 = 

1,274 

50 

manufactured goods 

2,794 


1,324 


(v) Goods manufactured 
i.e., Cost of own 
manufactured goods J 
to Sales Dept. 

(vi) Gross Profit 
(on sales) 


27,150 

3,288 


32,736 


32,736 


P & L a/c for the Year ended 3lst Dec., 1980 



Rs. 


Rs. 

To Office Overheads: 


By Gross Profit on 

2,554 

Office salaries: 

940 

manufacture 


Office rent & rates 

650 

„ Gross profit on 


General exp. 

317 

sales 

3,288 

Printing & Stationery 

93 



V 2,000 



To S & D Overheads: 




Discount allowed 374 
Carriage outward 233 
Travelling exp. 279 

886 



To Stock Reserve 



2554 X 2794 

263 




27150 

(i.e.. Profit on closing 
stock of manufactured 
goods) 

(vii) Net Profit 2,693 

5,842 5,842 

Q,. 27. A factory has received an order for the different types of 
casting weighing respectively 18, 45 and 27 tons. 10% of raw 
materials used are wasted in manufacturing and are sold as scrap 
for 20% cost price of raw materials. The cost of raw materials is 
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Rs 250 per ton, the wages for three types of castings are res Pect lv ely 
S* 4 000, Rs. 10,500 and Rs. 5,500. The Cost of the moulds for 
different types of castings are respectively Rs. 400. Rs. 500 and 
rs 300. If the factory overhead charges are 40% of the wages in 
eachcase, find the cost of production per ton of each type of 

casting (B.Com. (Final), Ravi Shankar University , 1987 Supple.) 

Ans. 

Working Notes . . . 

10 V of raw material used are wasted in manufacturing i e., *tn 
of Casting (output) weight is a waste. Then the raw material input 
will be as follows: 

Casting weight (tons) 

Waste (sold as scrap) i of above 

Raw Material input 
Waste 10% 

Casting (output) 

Statement of Cost < 

Casting weight (tons) 

Raw Materials consumed (tons) 

Cost of raw materials consumed 
at Rs. 250 per ton 

Wages 

Direct Exp.: Cost of moulds 


Prime cost 

Factory Overheads at 40% of wages 1,600 
Factory Cost 

Less: Scrap realised 2x50= 


18 

45 

27 

2 

5 

3 

20 

50 

30 

2 

5 

3 

18 

45 

27 

Production 


18 

45 

27 

‘ 20 

50 

30 

Rs. 

Rs. 

Rs. 

5,000 

12,500 

7,500 

4,000 

10,500 

5,500 

400 

500 

300 

9,400 

23,500 

13,300 

1,600 

4,200 

2,200 

11,000 

27,700 

15,500 

100 

250 

150 

10,900 

27,450 

15,350 

605.56 

610 

568.52 


Cost of Production 
Cost of Production per ton 

Q,. 28. The books and records of Acme Manufacturers present 
the following data for the month of January, 1985: 

Direct labour cost Rs. 16,000 (160% of factory overhead). 

Cost of goods sold Rs. 56,000 
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Inventory accounts showed the following opening and closing 


balances: 

January 1 January 31 

Rs. Rs. 


Raw Materials 8,000 8,600 

Work-in-Progress 8,000 12,000 

Finished goods 14,000 18.000 

Selling expenses 3,400 

General And Administrative expenses 2,600 

Sales for the month 75 000 


You are required to prepare a cost sheet showing cost of goods 
manufactured and sold and profit earned. 

( B.Com . (Hons.), Delhi 1985 ) 


Ans. 

First, we have to ascertain the missing figures such as Raw 
Materials consumed and purchased by means of reverse calculations 
from Cost of goods sold as follows: 


Cost of goods sold (as given in the question) 

Add: Closing finished goods 

Rs. 

56.000 

18,000 

Less: Opening finished goods 

74,000 

14,000 

Cost of Production 

Less: Admn. Overheads 

60,000 

2,600 

Add: Closing WIP 

57,400 

12,000 

Less: Opening WIP 

69,400 

8,000 


61,400 

(00 

Less: Factory Overhead = 16,000 x ^ 

10,000 

Prime Cost 

Direct Labour Cost 

51,400 

16,000 

Raw Materials (RM) Consumed 

Add: Closing Stock of R.M. 

35,400 

8,600 

Less: Opening Stock of R.M. 

44,000 

8,000 

R.M. Purchased 

36,000 
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Rs. 

Opening Stock of R.M. 

8,000 


Add: Purchases 

36,000 

44,000 


Less: Closing Stock of R.M. 

8,600 


R.M. Consumed 


35,400 

16,000 

Direct Labour Cost 


Prime Cost 


51,400 

Add: Factory Overheads 


10,000 

Factory Cost 


61.400 
8,000 

69.400 

Add: Opening WIP 


Less: Closing WIP 


12,000 

Factory Cost of goods manufactured 


57,400 

Add: Admn. Overheads 


2,600 

Cost of goods manufactured 


60,000 

Add: Opening finished goods 


14,000 

74,000 

Less: Closing finished goods 


18,000 

Cost of goods sold 


56,000 

Add: Selling exp. 


3.400 

Cost of sales or total Cost 


59,400 

Sales 


75,000 

Profit 


15,600 
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Job Costing 


Q. 1. The following particulars relate to the year ended 30th June, 
1985. 


Materials issued 
Wages 

Chargeable expenses 
Materials returned to stores 


Completed job 
Rs. 

Work-in* Progress 
Rs. 

50,000 

10,000 

35,COO 

7,000 

7,500 

500 

500 

— 


Works expenses were 60% of prime cost, administrative over¬ 
heads were 30% of works cost. The value of jobs completed during 
the year was Rs. 2,50,000. 'Prepare (i) Consolidated completed job 
Account to ascertain profit or loss during the year and (ii) Con¬ 
solidated work-in-progress Account. 


(B. Com., k.P. Open University ), August 1987) 


Ads. 


(1) Consolidated Completed Job a/c. 
Rs. 


To Materials issued 

50,000 

To Wages 

35,000 

To Chargeable exp. 

7,500 

Prime cost 

92,500 

To Works exp. 60% 


of prime cost 

55,500 

Works cost 

1,48,000 

To Admn. overheads 


30% of works cost 

44,400 

Cost of production 

1,92,400 

To Profit 

57,600 


2,50,000 


Rs. 


2,50,000 


2,50,000 
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(ii) Consolidated Works-in-Progress A/c. 

Rs. ■ * 


Rs. 


To Materials issued 

10,000 By Balance c/d. 

28,000 

To Wages 

7,000 


To Chargeable exp. 

500 


Prime cost 

To Works Exp. 60% 

17,500 


of prime cost 

10,500 


Works cost 

28,000 

28,000 


Note: Admn. overheads are to be added to complete jobs only 
^__and not to work-in-progress. 

Q. 2. From the following information prepare Job No. 11 and 


Job No. 12 accounts in the Job Cost Ledger. 

Job No. 11 Job No. 12 

_Rs._Rs._ 

Direct materials 2,400 1,200 

Materials received from stores 16,800 14,400 

Direct wages ' 9,600 5,000 

Other direct expenses 1,000 500 


The production overheads are to be taken 100% of wages and 
administration overheads at 20% of the production cost. The cont¬ 
ract price of Job No. 11, which is completed, is fixed at' Rs. 55,000/- 
Job No. 12 is under progress. 

( B . Com., Andhra 1986 ) 


Ans. Job Cost Ledger 

Job No. 11 Job No. 12 
Rs. Rs. 


Direct Materials 

2,400 

1,200 

Materials received from Stores 

16,800 

14,400 

Direct wages 

19,200 

9,600 

15,600 

5,000 

Other Direct exp. 

1,000 

500 

Prime Cost 

29,800 

21,100 

Production Overheads at 100% of 
wages 

9,600 

5,000 

Factory Cost 

39,400 

26,100 

Admn. overheads at 20% of Production 
Cost 

i.e , 25% of Factory Cost 

9,850 (under 

progress) 
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Production Cost 


49,250 


Sales 55,000 

Profit 5,750 

Note :—Administration overheads are not to be added to Jobs 
under Progress. 

Q. 3. Walson Ltd., produced and sold 1,000 Washing Machines 
'during the year ending 31st March, 1986. The summarized Trading 
and Profit & Loss Account is given below: 


To Cost of Materials consumed 
To Direct Wages 
To Works Expenses 
To Gross Profit c/d. 


To Selling and Distribution 

Expenses 
To Net Profit 


Rs. Rs. 


2,00,000 By Sales 
2,00,000 

1,00,000 

3,00,000 

8,00,000 

8,00,000 

8,00,000 

By Gross Profit 

b/d. 

3,00,000 

1,00,000 


2,00,000 


3,00,000 

3,00,000 


The management estimates the following for the year ending 31st 
March, 1987: 

(i) Output and sales will be of 2,000 Washing Machines. 

(ii) Prices of Materials and Wages will go up by 25% on the 
previous years’s level. 

(iii) Works Expenses will rise in proportion to the combined cost 
of Materials and Wages. 

(iv) Selling and Distribution Expenses per unit is estimated at 
Rs. 50. 

Prepare a Cost Statement showing the price at which Washing 
Machine would be marketed so as to yield a profit of 10% on selling 
price. 

( B . Com. (Pass), Delhi , 1986 ) 


Ans. 


Working Notes: 


During the year ended 31-3-86 


Material Cost 


Rs. 2,00,000 
1,000 Machines 


Rs. 200 per Unit. 
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Wages Cost - 2 ’ff =R s- 200 per unit. 

Combined Cost of Materials and Wages =Rs. 4,00,000. 

Works expenses = Rs. 1,00,000 i.e., 25% of Combined 
Cost of materials and wages. 

Selling Price = 8, ° 1 °^ ) Q =Rs. 800 per unit. 

Solution: 

Cost statement for the year ending 31-3-87 
Output & Sales 2,000 Units. 

Per unit Amount 




Rs. 

Rs. 

Materials 

2004-25% increase 

250 

5,00,000 

Wages 

2004-25% increase 

250 

5,00,000 

Prime cost 


500 

10,00,000 

Works exo. 35 %. 

oLMaterials and Wages 

125 

2,50,000 

Works Cost 


625 

12,50,000 

S & D exp. 


50 

1,00,000 

Total Cost 


675 

13,50,000 

Profit at 10% on 

Selling Price i.e., 1/9 



of Cost 


75 

1,50,000 

Sales 


750 

15,00,000 



Washing machines should be marketed at Rs. 750 per Unit. 

Note: 

Actual Profit in 1985-86 = Rs. 2,00,000 
But estimated Profit in 1986-87 = Rs. 1,50,000 which is lower 
than 1985-86. Selling Price should be Rs. 775 per unit in order to get 
the same profit of Rs. 2,00,000 as in 1985-86. 

(^"4. A scooter manufacturer finds that in 1986, it costs him Rs. 
7,20,060 to manufacture 175 scooters which he sold for Rs. 5,400 
each. The cost was made up of: . 

Materials — 2,82,000 

Direct Wages — 3,24,000 

Factory overheads 48,600 

Office overheads 65,460 

For the next year he estimates that: 

(i) Each scooter will require materials of Rs. 1,600 and labour 
Rs. 1,800; 

(ii) The Factory overhead will bear the same relation as in. 
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previous period; and 

(iii) The office overhead percentage on Factory Cost will be the 
same as in the past. 

Prepare a statement showing the profit he would make per unit, 
if he reduces the price of the scooter by Rs. 200. 

( B . Com., A P. Open University , August 1987) 

Ans. 


Working Notes: 1986 

1. % of factory overheads on Direct wages = 

48,600 


2. Materials 
Direct wages 
Factory overheads 


3,24,000 X 100 
2 , 8?,000 
3,24,000 
48,600 


15 % 


* 




Factory cost 6,54,600 

% of office overhead on factory cost = 


65,460 
6,54,600 
" 10 % 


X 100 


Solution: 


Statement of Profit Per Unit 


Materials 

Labour 

Factory overheads 15 % of labour 


Rs. 

1,600 

1,800 

270 


Factory cost 3>670 

Office overheads 10% of factory cost 367 


Total cost per unit 4,037 

Selling price Rs. 5400—200 5,200 

Profit per unit 1,163 


’ he following data is available for a factory in 1982. 

Direct materials consumed 2,00,000 

Direct wages 1,50,000 

Factory expenses 90,000 

Office and Administrative expenses 88,000 


On the basis of this data ascertain the cost pf a job to be done 
in 1983. Materials required will be Rs. 1,000 and wages amounting 
to Rs. 2,000 will be spent on the job. WHat will.be the quotation if 
a profit of 20% on selling price is desired? 

% . ,(B. Com., Osmania) 
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Ans. 




^ c~> 




Cost Data for 1982 

Direct Materials consumed ^ J 

Direct wages V Yu* vT 

Factory expenses ' J) 


Factory cost 

Add: Office & Admn. expenses 
Cost of production 



Rs. 


2,00,000 

1,50,000 

90,000 

4,40,000 

88,000 

5,28,000 


r.. 90,000 w inn 

% of Factory exp. on Direct wages - 1,50,000 1UU 

= 60% 

% of Office & Administrative overheads 


on factory cost 


Quotation 


88,000 


X 100 


“ 4,40,000 

for the Job to be done 


= 20 % 

in 1983 




Rs. 

Materials 

Wages 

Factory exp. 60% of wages 

1,000 

2,000 

1,200 

Factory cost 

Office & Admn. overheads 20% of 

4,200 

840 

factory cost 

Cost of production (COP) 

5,040 

Profit 20% on selling price i.e. 


25 % on COP. 

1,260 

Selling price to be quoted 

6,300 


Q. 6. The accounts of the Modern 
1985: 


Engineering Co. Ltd. for 


Rs. 


Materials used 17,50,000 

Manual and Machine labour wages directly 

chargeable • 13,50,000 

Works Overhead Expenditure 3,71,250 

Establishment and General Expenses 2,32,500 
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Show the works cost and total cost, the percentage that the works 
overhead cost bears to the manual and machine labour wages and the 
percentage that the establishment and general expenses bear to the 


works cost. 

What price should the company quote to manufacture a machine 
which it is estimated will require an expenditure of Rs. 7,500 to 
material and Rs. 6,000 in wages so that it will yield a profit of•25 % 

on that total cost? , ^ ^ ^ f v 

(B. Com. Osmania) 


Ans. 


Cost Sheet 


Rs. 


Materials used 

Manual and Machine labour wages 
Works overhead expenses 


17,50,000 

13,50,000 

3,71,250 


Works cost 

Estt. and General expenses 


34,71,250 

2,32,500 


Total cost 


37,03,750 


% of works overhead on wages 


3,71,250 


X100 


13,50,000 
=27.5% 

% of Estt. and General expenses on works cost 
2,32,50 0 
"" 34,71,250 

Quotation for a Machine 


-X 100=6.7% 


Rs. 


Materials 

Wages 

Works overheads 27.5% of wages 


7,500 

6,000 

1,650 


Works cost 

Estt. and General expenses 6.7 % of works cost 


15,150 

1,015 


Total cost 

Profit 25 % on total cost 


J 6,165 
4,041 


Selling price to be quoted 


20,206 


Q. 7. From the following particulars you are required to prepare 
a statement showing (a) cost of materials used (b) the works cost (c) 
total cost (d) the percentage of works on cost to productive wages 
and (e) percentage of office and general on cost to works cost. 
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Stock of Finished Goods, 31st December 1984 
Stock of Raw Materials, 31st Dec. 1984 
Purchases 
Productive wages 
Sale of Finished goods 
Stock of Finished goods, 31st Dec. 85 
Stock of Raw Materials, 31st Dec. 85 
Works overhead charges 
Office and general expenses 

The company is about to send a tender for a large plant. The 
costing'department estimates that the materials required would cost 
Rs. 40,000 and wages to workmen for making the plant would cost 

Rs. 24,000. The tender is to be made at a net profit of 20 / o .on the 
selling price. Show what the amount of tender would be if based on 
the above percentages. 

(G.D.A.) 


Rs. 

56,000 

25,600 

5,84,000 

3,97,600 

11,84,000 

60,000 

27,200 

87,442 

71,048 


Ans. Statement 

Opening stock of Raw Materials 
Add: Purchases 

Less: Closing stock of R.M. 

(a) Cost of materials used 
Productive wages 
Works overhead charges 

(b) Works cost 

Office and General Expenses 


of Cost 

Rs. 

25,600 - 

5,84,000 


6,09,600 

27,200 


5,82,400 

3,97,600 

87,442 


10,67,442 

71,048 


(c) Cost of production i.e. total cost 

(d) % of works on cost to productive wages 


87,442 

3,97,600 


X 100=21.99% 


(e) % of office and general on cost on 


71,048 

10,67,442' 


x 100=6.66% 


11,38,490 


works cost 
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Tender for a Plant 

Materials 

Wages 

Works overhead 21.99% of 24,000= 

Works cost 

Office and general expenses 6.66% of 69,278 = 
Total cost 

Profit 20% on selling price i.e. 25% on total cost 
Amount of Tender 


Q. 8. On 30th April 1981 a manufacturer was required to quote a 
contract for the supply of 1,000 Electric Stoves. From the following 
data, prepare a statement showing the price to be quoted to give the 
same percentage of net profit on turnover as was realised during the 
six months to 31st March, 1981.' 

Rs. 


Stock of materials, 1st October 1980 35,000 

Stock of materials, 31st March 1981 4,900 

Purchase of materials, 6 months to 

31st March 1981 52,500 

Factory wages, 31st March 1981 95,000 

Factory expenses, 31st March 1981 17,500 

Establishment expenses, 31st March 1981 10,000 

Completed stock in hand, 1st Oct. 1980 — 

Completed stock in hand, 31st March 1981 35,000 

Sales 1,89,000 

t 


The number of stoves manufactured during the six months was- 
4,000 including those sold and those in stock at the close of the 
period. The stoves to be quoted for are of uniform quality and simi¬ 
lar to those manufactured during six months to 31st March 1981. As 
from 1st April, 1981 the cost of factory labour had increased by 10% 
and material cost by 15%. 


Rs. 

40,000 

24,000 

5,278 

69,278 

4,614 

73,892 

18,473 

92,365 


(A/. Com ., Agra) 
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Statement of Cost and Profit for 6 Months ended 31-3-1981: 


Production 4,000 Stoves 


-- 

Amount 

Rs. 

Per unit 

Rs. 

Opening stock of materials 35,000 

Add: Purchases 52,500 



87,500 

Less : Closing stock of materials 4,900 



Materials consumed 

Factory wages 

Factory Expenses 

82,600 

95,000 

17,500 

20.65 

23.75 

4.375 

Works cost 

Establishment expenses 

1,95,100 

10,000 

48.775 

2.500 

Cost of production—4000 Nos. 

Less : Closing Stock of finished goods 

2,05,100 

35,000 

51.275 

Cost of sales or total cost 

Sales 

1,70,100 

1,89,000 


Profit 

18,900 


°/ r\f on turn nvpr = —18,900^ 100=10% 


/G K-—- - 1,89,000 



Quotation for 1000 Stoves 





Rs. 

Material cost 20.65+15% =23.7475 x 1000 
Factory labour 23.75+ 10%=26.125 x 1000 
Factory expenses 4.375 x 1000 

= 

23,747.50 

26,125.00 

4,375.00 

Works cost 

Establishment expenses 2.50 x 1000 

= 

54,247.50 

2,500.00 

Total cost 

Profit 10% of sales or 1 /9th of total cost 

= 

56,747.50 

6,305.28 

Quotation for 1000 stoves 

= 

63,052.78 

Say 

= 

63,053 
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Q. 9. The following figures have been obtained from the cost 
records of Rio Manufacturing Company for the year 1985. 


Cost of Materials 
Wages of labour 
Factory Overheads 
Distribution Expenses 


Rs. Rs. 

2,40,000 Administrative 

2,00,000 Expenses l,34,400 

1,20,000 Selling Expenses 89,600 

56,000 Profit 1,68,000 


A work order was to be executed in 1986 and the expenses incurr¬ 
ed towards cost of materials Rs. 32,000 and wages for labour 
Rs. 20,000. 

Assuming that in 1986 the rate for factory overheads went up by 
20%, distribution charges went down by 10% and selling and admini¬ 
stration charges went up by 12|%, at what price should the product 
of the job be quoted so aS to earn the samd (earlier) rate of profit on 
the selling price? Show the full working. Distribution, Administra¬ 
tion and Selling charges are based on factory cost/ 

" * " (B. Com., Andhra) 




Ans. 


Statement of Cost and Profit for 1985 


Cost of materials 
Wages 

Factory overheads 

Factory cost 
Administrative expenses 

Cost of production 
Selling expenses 
Distribution expenses 

Total cost 
Profit 

Sales 


Rs. 


2,40,000 
2,00,000 
1,20,000 


5,60,000 

1.34.400 

6.94.400 
89,600 
56,000 


8,40,000 

1,68,000 

10,08,000 


1 *>0 000 

Rate of factory overheads on Wages = 2 oo’ooc T X 100=60 % 

1,34,400 v _AiO/ 

Rate of Admn. expenses on factory cost” g^OOO " X luu ~ Z4/o 

89 600 o 

Rate of selling exp. on factory cost= $ 6 q j0 00 x 100= 1 6 % 
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Rate of Distribution Exp. on 


56,000 

factory cost— 5>60 ,000 


X100 

= 10 % 


Rate of Profit on Sales * 


J-6M22-X 100=16!% 
i c\ n<* non 


Quotation 


Cost of Materials 

Factory overheads 60% +20% of 60% 
=72% of wages 

Admn ry Exp. t 24%+I2t% of 24% i.e. 27% 
factory cost= 


Selling exp. 16%+12J% of 16% i.e. 18% 
of factory cost „. , 

Distribution charges 10%—10% of 10% i.e. 
9% of factory cost 


Total cost . 

Profit 16!% of Selling price i.e. 20% 

of total cost 


Selling price to be quoted 


Rs. 

32,000 

20,000 

14.400 

66.400 
17,928 
84,328 
11,952 

5,976 

1,02,256 

20,451 

1,22,707 


Q. 10. Your company is export-oriented organisation manufac¬ 
turing Internal-Communication equipment of a standard size the 
company is to send quotations to foreign buyers of your product As 
the Cost Accounts Chief, you are required to help the management in 

the matter of submission of the quotation by the preparation of a 

cost estimate based on the following figures relating to the year 1985. 


Total Output (in units) 20,000 



Rs. 

Rs. 

Expenses incurred: 



Local Raw materials 

Depreciation on Plant 

1,00,000 

consumed 

10,00,000 Salaries of works 


Imports of Raw 

personnel 

1,00,000 

Materials (actual 

Excise £>uty 

2,00,000 

consumption) 

1,00,000 Administrative 


Direct labour in 

Office expenses 

2,00,000 

works * 

10,00,000 
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Salary of Managing 

Indirect labour in Director 1,00,000 

works 2,00,000 Fees of Directors 20,000 

Storage of Raw Expenses on Adver- 

Materials and tising 1,60,000 

spares 50,000 Selling Expenses 1,80,000 

Fuel 1,50,000 Packing and Distri- 

Tools consumed 20,000 bution 1,20,000 

Sales Depots 1,20,000 


Note: (i) Local Raw Materials now cost 10% more; 

(ii) A profit margin of 20% on sales is kept; , 

(iii) The government grants subsidy Rs. 100 per unit of ex¬ 
port. Prepare the cost statement. 

(B. Com. Pass , Delhi) 

Ans. 

Statement of Cost and Profit for 1985 
Total Output in Units 20,000 

Rs. 

10,00,000 
1,00,000 
10,00,000 
2,00,000 

23,00,000 


6,20.000 

29,20,000 

2,00,000 

1,00,000 

20,000 


Works cost 

Add: Administrative overheads: 
Admn. Office expenses 
Salary of Managing Director 
Fees of Directors 


Local R.M. consumption 
Imported R.M. consumption 
Direct labour in works 
Excise duty 

Prime cost 

Add: Foctory overheads: 

Depreciation on Plant 1,00,000 

Salaries of works personnel 1,00,000 

Indirect labour in works 2,00,000 

Storage of R.M. & Spares 50,000 

Fuel 1,50,000 

Tools consumed 20,000 


Cost of Production 


3,20,000 

32,40,000 
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Add : S & D overheads: 

Sales Depots 
Expenses on Advt. 
Selling expenses 
Packing & distribution 


1,20,000 

1,60,000 

1,80,000 

1,20,000 

5,80,000 


Total cost 


Total cost per unit 


38,?Q,QOO = r s , 91 

20,000 


38,20,000 


Quotation Per uni * < Rs) 

Total cost per unit 191 

Add: increase in local R.M. cost 
“jfflg g-SO per unit 

10% increase _^ 


Total cost 

Profit 20% on Selling price i.e. 
25% on total cost 


196 

49 


Selling price 
Less : Subsidy 


245 

100 


Price to be quoted 


145 per unit 


Q. 11. The Government of India has instituted the dual pricing 

system in the industry in which your organisation operate^ You^are 

the head of the costing Division of Raja . “ r d by 

nanv Droduces a standard type of cloth, 50% of >*hich is pro y 

?he y g P over^m1nt at a price* of Rs. 4 per metre. Youtare required^ 
the managing director of your company to sugg* suitable price 
for the cloth to be sold in the open market. Production during 1 - 

83 has been 20,00,000 metres of cloth. Relevant information is gi 
on the following page: 
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Expenditure 

Head 

Amount 

Rs. 

Expenditure 

Head 

Amount 

Rs. 

Cotton consumed 

10,00,000 

Depreciation of 


Direct labour in 


Machines (office) 

1,00,000 

factory 

10,00,000 

Misc. office 


Carriage Inwards 

50,000 

Expenditure 

1,00,000 

Indirect labour in 


Purchase of Compu¬ 


factory 

4,00,000 

ter for office 

20,00,000 

Salary of Works 


Misc. Purchase 


Director and other 


Furniture and 


staff in factory 

2,50,000 

Machines for office 

5,00,000 

Water, power, local 


Dividends paid 

12,00,000 

taxes (Factory) 

5,00,000 

Director’s Fees 

2,00,000 

Dyeing, bleaching etc. 

10,00,000 

Advertising and 


Depreciation 


Publicity 

10,00,000 

(factory) 

2,00,000 

Commission paid 


Excise and other 


on sales 

10,00,000 

taxes 

30,00,000 

Commission paid 


Miscellaneous 


to foreign buyers 

1,00,000 

expenses (factory) 

1,00,000 

Expenditure on 


Office salaries 

10,00,000 

sales Depots. 

4,00,000 

Salary of Managing 




Director 

1,00,000 



Packing and Forward¬ 




ing (sale) 

2,00,000 




Following further information is made available (i) The Company 
expects a fair return of 20% on its paid up capital which is 
Rs. 1,00,00,000 (ii) Marketing Expenditure outstanding is Rs. 
1 , 00 , 000 . 

Suggest the open market Price after preparing a cost Analysis 
Sheet. 

( B . Com. Pass , Delhi) 


Ans. 


Cost Analysis Sheet 
Production: 20,00,000 metres of cloth 


Rs. 


Cotton consumed 
Carriage inwards 
Direct labour 


10,00,000 

50,000 

10,00,000 


Prime cost 


20,50,000 
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Add: Factory Overheads: 

Indirect labour 

Salary of Works Director etc. 

Water, power etc. 

Dyeing & Bleaching etc. 
Depreciation (factory) 

Excise & other taxes 
Misc. expenses (factory) 


Works cost 
Add: 

Office overheads: 
Depreciation of Machines 
(Office) 

Misc. Office expenses 
Office salaries 
Salary of M.D. 

Directors fees 


Cost of production 
Add: S & D Overheads: 

Packing & forwarding (sale) 
Advertising etc. 

Commission paid on sales 
Commission paid to 
foreign buyers 
Exp. on Sales Depots 
O/S Marketing exp. 


Total cost 

Profit at 20% on Rs. one crore. 

Sales required 

Less: Sale of cloth to Govt. 

10 lakh metres at Rs. 4 

Sales value on Open Market sale 


4,00,000 

2,50,000 

5,00.000 

10,00,000 

2,00,000 

30,00,000 

1,00,000 


54,50,000 

75,00,000 


1,00,000 

1,00,000 

10,00,000 

1,00,000 

2,00,000 


15,00,000 


90.00,000 


2,00,000 

10,00,000 

10,00,000 

1,00,000 

4,00,000 

1,00,000 


28,00,000 


118,00,000 

20,00,000 


138,00,000 


40,00,000 


98,00,000 


98,00,000 


Open Market Price = 10) 00,0C0 MlrsT 


=Rs. 9.80 per Metre. 
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Q. 12. From the following data, prepare a cost and production 
statement of Stove Co., for the year 1972. 


Stock of Materials on 1-1-72. 35,000 

Stock of Materials on 31-12-72. 4,900 

Purchase of Materials 52,500 

Wages 95,000 

Factory Expenses 17,500 

Establishment Expenses 10,000 

Completed stock in hand on 1-1-72. Nil. 

Completed stock in hand on 31-12-72. 35,000 

Sales 1,89,COO 


The number of Stoves manufactured during the year 1972 was 
4,000. 

The Company wants to quote for a contract for the supply of 
1,000 stoves during the year 1973. The stove to be quoted are of uni¬ 
form quality and make and are similar to those manufactured in the 
previous year but cost of Materials has increased by 15% and cost of 
wages by 10%. 

Prepare a statement showing the price to be quoted to give the 
same percentage of net profit on turnover as was realised during the 

year 1972 , assuming that the cost per unit of overhead charges will 

be same as in the previous year. 

[B. Com. (Final), Ravi Shankar University, 1985] 


Ans. 

Cost and Production Statement for the Year 1972. 
Number of Stoves Manufactured during 1972: 


Elements of Cost 


Amount 

Rs. 

Per Unit 

Rs. 

Stock of Materials on 1-1-72 
Add: Purchases 

3 5,COO 
52,500 



Less: Closing Stock on 31-12-72 

87,500 

4,900 



Materials consumed 
during 1972 

Wages 

Direct Expenses 


82,600 

95,000 

20.65 

23:75 

Prime Cost 

Add : Factory exp. 


1,77,600 

17,500 

44.40 

4.375 

Factory Cost 

Add: Estt. exp. 


1,95,100 

10,000 

48.775 

2.500 

Cost of Production of 4,000 stoves= 

2,05,100 

51.275 
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Add: Opening balance of completed 
stock 

Cess: Closing balance of completed 

Nil. 

35,000 

stock 

Cost of goods sold 

Sales 

•• 1,70,100 

1,89,000 

Profit 

18,900 


% of Profit on Sales in 1972 


18,900 y ioo=i 0 °/ 
1,897660 x 100 10/o 


Statement showing the Price to be Quoted for 
Supply of 1,000 Stoves during 1973 


Materials 20.65+15% increase 

Wages 23.75+10% increase 

Overheads: . 

Factory exp Cost per Unit same 
as in 19^2. 

Estt. exp. Cost per Unit same 
as in 1972. 

Cost of Production 

Profit at 10% on turnover i.e., l/9th 
of cost of Production. 

Price to be quoted for supply of 
1,000 stoves. 


Per Unit 
Rs. 

Amount 

Rs. 

23.7475 

26.125 

23,747.50 

26,125.00 

4.375 

4,375.00 

2-50 

2,500.00 

56.7475 • 

56,747.50 


6,305.28 


63,052.78 


Q. 13. The cost structure of an article, the selling price of which 
isRs. 1,000 is as follows: 

Direct Material 50% of the total cost 

Direct Labour 30 /o of the total cost 

Overhead Balance 

Due to anticipated increase in existing material price by 20% and 
in the existing labour rate by 10% the existing profit would come 
down by 30%, if the selling price remains unchanged. 

Prepare a comparative statement showing the cost, profit and 
sale price under tho present conditions and with the increase expect¬ 
ed for the future, assuming the same precentage of profit on cost 
as at present had to be earned (calculation may be made to the 
nearest rupee). 


(A/. Com., Kerala , April/May 1983) 
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Ans. X=Total Cost per unit 
Y = Profit per unit 
Selling price=Rs. 1,000 per unit 


Statement showing expected total cost per unit 


Items 

Present Cost 

Increase 

Expected Cost 

Materials 

0.50 X 

20% = 0.10 X 

0.60 X 

Labour 

0.30 X 

10% =0.03 X 

0.33 X 

Overheads 

0.20 X 

— — 

0.20 X 

Total Cost 

1.00 X 

0.13 X 

1.13 X 


In relation to present selling price the profit is reduced by 30%. 

X+Y=1,000 (i) 

1.13X40.70 Y=l,000 (ii) 

Solving equation (i) and (ii), we get 
X=698 Total Cost 
Y=302 Profit 

Sales = 1,000 


i.e., Percentage of Profit on Sales= x 10°= 3 0.2%. 


Particulars Present Cost Increase Expected Cost 

R-T 

Materials 50% of 

698= 349 20% =70 419 

Labour 30% of 698= 209 10% =21 230 

Overheads 20% of 698= 140 — 140 

Total Cost= 628 91 789 


Profit 30.2% on Selling 


Profit 30.2% on 


Price or 43.266% 


Selling Price or 


on Cost 

302 

43.266% onCost 

341 

Selling Price= 

1,000 

Revised Selling 

1,130 


Price 

* 
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Reconciliation: 

Old Selling Price 
Expected Cost 

Expected Profit 
Existing Profit 

Reduction in Profit 


Rs. 

1,000 

789 

211 
302 

9l7Z 30% 

reduction 
on Rs. 
302. 


Therefor. ,he article b t. 0 “° h “ 

maintain the same percentage i.e., 43.266 X on cost. 

O 14 Palanpur Plastic Industries manufactured two types of 
toys, ‘A’ and *B\ The manufacturing costs for the year ende 
March, 1981 were as follows : 


D c 


Direct Materials 
Uirect Wages 
Production overheads 


3,00,000 
1,86,000 
1,20,000 

6,06,000 


There was no stock in work-in-progress at the beginning or at 
the end of the year. It is ascertained that 

(1) Direct materials per unit in type ‘A’ costs thrice than in 
type ‘B’ toys. 

(2) The total direct wages are to be apportioned between types 
‘A’ and ‘B’ in the ratio of 10 : 21. 

(3) Production overheads are to be apportioned between type 
‘A’ and ‘B’ in the proportion of number of units produced. 

(4) Administrative overheads were 120% of direct wages. 

(5) Selling on cost was 60 paise per toy for each type of toy 
sold. 

(6) Production during the year : 

Type ‘A’ 40,000 units (70% sold) 

Type ‘B’ 1,20,000 units (80% sold) 

(7) Selling price per toy for types ‘A’ and ‘B’ was Rs. 9 and 
Rs. 5 respectively. Prepare a statement showing total cost 
and profit for both the types of toys. 

( B . Com., Gujarat , November 1981) 
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Ans. 


Production 

Sales 

Closing Stock 


Type ‘A’ 
40,000 
28,000 

12,000 


Type ‘B’ 
1,20,000 
96,000 

24,C00 


Particulars 


Basis of 
apportionment 

1 : 1 

Direct Wages 10:21 
Direct Expenses 


Prime Cost 
Production 
overheads 

Factory Cost or 
Works Cost 


40 : 120 


Overheads Wages 

Cost of 

Production 

Less : Closing 1 ’ 2,000 Unit! 
Stock of finish- \ A & 24,000 
ed goods. ) Units of B 


— goods 
(see note below) 

Cost of goods 
sold 

Add : Selling 
Cost 


60 paise per 
toy for each 
type of toy 
sold i.e.. 28,000 
Units of A & 
96,000 Units 
of B 


Total 

Rs. 

A 

Rs. 

B 

Rs. 

3,00,000 

1,50,000 

1,50,000 

1,86,000 

60,000 

1,26,000 

— 


— 

4,86,000 

2,10,000 

2,76,000 

1,20,000 

30,000 

90,000 

6,06,000 

2,40,000 

3,66,000 

2,23,200 

72,000 

1,51,200 

;,29,200 

3,12,000 

5,17,200 

-f 



1,97,040 

93,600 

1,03,440 

6,32,160 

2,18,400 

4,13,760 

74,400 

16,800 

57,600 


Total Cost or 
Cost of Sales= 


7,06,560 2,35,200 4,71,360 
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Sales 


Rs. 9 per Unit 
of A & Rs. 5 
per Unit of B 
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7,32,000 2,52,000 4,80,000 

8,640 


Profit 25,440 16,800 

Note : Closing stock of finished goods is to be valued at cost ot 

production : 

Type ‘A’ 40,000 Units 

12,000 Units 


— 3,12,000 

_ 9 


SB* 11 * 

Type ‘B’ 1,20,000 Units 
24,000 Units 
74,000 


1,20,000 


X 5,17,200 


= Rs. 93.600 
— 5,17,200 

_ 9 

= Rs. 1,03,440 


Q. 15. The information given below has been taken from the 
costing records of an Engineering works in respect of Job No. 101. 

Materials ^ s - 4,010 

Wages : 

Deptt. A—60 hours at Rs. 3 per hour. 

’* B—40 hours at Rs. 2 per hour. 

” C—20 hours at Rs. 5 per hour. 

Overhead expenses for thesJ three departments were estimated as 
follows : 

Variable overheads : 

Deptt. A Rs. 5,000 for 5,000 labour hours. 

” B Rs. 3,000 for 1,500 ” 

” C Rs. 2,000 for 500 ” 

Fixed overheads are estimated at Rs. 20,000 for 10,000 normal 
working hours. 

You are required to calculate the cost of job 101 and calculate 
the price to give profit of 25% on selling price. 

(B. Com., Calicut , MarchjApril 1983) 

Ans. 


Overhead recovery rates= 

Variable overheads : Deptt. A= 


Overheads Incurred 


Deptt. B 


Basis 

5,000 
5,000 

3,000 
1,500 


Re. 1 per labour 
hour. 

Rs. 2 per labour 
hour. 
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Fixed overheads= 

Cost sheet of Job 101 


Deptt. C 


2,000 
500 
2 0,000 
10,000 “ 


Re. 4 per labour 
hour. 

Rs. 2 per labour 


Materials 


Fixed overheads 60+40-F20 
labour hours at Rs. 2 = 


120 


Rs. 

4,010 


Wages : 

Deptt. A 

60X3 = 180 



Deptt. B 

40x2= 80 



Deptt. C 

20x5=100 

360 

Direct exp. 



Nil 

Prime Cost 



4,370 

Variable overheads : Deptt. 

A = 60 X 1=60 



Deptt. 

8 = 40x2 = 80 



Deptt. 

C=20 X 4=80 



220 

240 


Total Cost 

Profit at 25% on Selling Price 
i.e., 33"% on Total Cost 


4,830 

1,610 


Selling Price _ 6,440 

Q. 16. A firm is to send a tender for a plant. The costing 
department estimates that the material required would be of Rs. 
36,000 and wages would amount to Rs. 17,000. Indirect expenses 
are to be allocated at 10% of the prime cost. Assuming that the 
tender is to be made at a net profit of 20% on selling price work 
out the amount to be quoted for the tender. 


Ans. 

Materials 
Wages 
Direct exp. 


( B . Com. Osmania , Oct I Nov. 1983 ) 

Rs. 

36,000 

17,000 

Nil 


53,000 


Prime Cost 

Indirect exp. at 10% of Prime Cost 


5,300 
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~Add: Profit at 20% on Selling price i.e., 
25% on total Cost 

Selling Price to be quoted for tender 


58,300 

14,575 

72,875 


OCII !»»£> * * - 

O 17. Mayur Engineering engaged in job work, has complete^ 

all jobs in' hand o^OthDecember, 1982 excep ^ o* anddirect labour 
S osts o°f n Rs 40,000 and Rs. 30,000 respectively as having been 

' DCI The < costs incurred the business on 31st December, 1982, the 
last day of the accounting year, were as follows . 

Direct Materials (Job 447) Rs 8 ’ )0 00 

Direct Labour (.Job 4471 Rs 2>00 0 

Indirect Labour Rs 3,000 

Miscellaneous Factory Overhead - trirv 

It is the practice of business to make the jobs absorb factory 
overheads on the basis of 120 per cent of direct labour cost. 

Calculate the value of Work-in-Progress of Job No. 447 
December, 1982. [fi ^ Delhi> 1983 )] 

Ans. Value of W.I P. of Job No. 447 

D c 


Direct Materials 40,000 + 2,000 — 
Direct Labour 30,000 + 8,000— 
Direct Exp. 

Prime Cost 

Add: Factory Overheads at 120% of 
direct labour Cost of Rs. 38,000 = 


42,000 

38,000 

Nill 


80,000 

45,600 


Value of W.I.P. of Job No. 447= 1,25,600 

Q. 18. A factory produces 1,000 units of a commodity. The 
cost of the product is : 



Rs. 

Direct material 

25,000 

Direct wages 

15,000 

Direct expenses 

2,000 

Factory overheads 

7,800 

General overheads 

4,200 


If profit of 25% on sales is to be realised what would be the 
selling price of each unit of the commodity ? 

(B . Com., Calicut , March-April 1983 ) 
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Ans. 

Rs. 

Total cost 

54,000 

Profit 25% on sales 

i.e., 33s% on Total Cost 

18,000 

Sale 

72,000 

Selling price of each unit 

72,000 

1,000 Rs - 72 

Q. 19. The price of a particular article has 

been fixed as follows 

Material 

Rs. 

15.00 

Direct wages 

(20 hours @ Rs. 0.50 per hour). 

10.00 

(Dept. A=10 hours, B = 4 hour, C=6 hours 

Plus 50% of the Prime Cost 

25.00 

12.50 


37.50 


An analysis of the previous year’s profit and loss account shows 
the following: 

Rs. Rs. Rs. 


Materials 

Direct wages 

Dept. A 
” B 

M C 

10,000 

12,000 

8,000 

70,000 

30,000 

Sales 

1,50,000 

Factory overhead 
Deptt. A 
” B 
” C 

10,000 

6,000 

6,000 

non 



Gross Profit 


28,000 





1,50,000 


1,50,000 

Selling cost 

Net Profit 


2,400 

25,600 

Gross Profit 

28,000 



28,000 - 


28,000 


You are required to calculate the revised costs using previous 
year’s figures as a basis and also to fix the final selling price of the 
job after allowing a profit margin of 10 per cent on basis. 

(B. Com., Panjab University > April 1981) 
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ADS. Previous year’s figures as basi s: F , rtnrv Overhead 

% of Factory overhead on Direct wages 


X 100 


Deptt. A 
Deptt. B 


Direct wages 

= ^-xl00=,° 0 % 

tS x100=50% 

Deptt. C =|S ><100=75% 

WorKs Cost = 70,000+30,000 + 22,000=1,22 000 

% of Selling Cost on Works Cost= , >2 2,000 

Calculation of Revised Cost & Selling Price 

sgi ‘25S.IS-i.SS 

Deptt. C 6X0.50=3.00 


Direct Expenses 
Prime Cost 


Rs. 

15.00 


10.00 

Nil 

25.00 


Add: Factory Overhead (based on Previous year s percentag ) 

Deptt. A 100% of wages Z, m 

Deptt. B 50% of 2 ZVts 

Deptt. C 75% of 3 2,25 8.25 


Works Cost 

Add: Selling Cost 2% on Works Cost 


33.25 

0.66 

33.91 


Total Cost or Cost of Sales 
Add: Profit at 10% on Sales i.e., 77 

1 /9th of Total Cost 3^68” 

Q S !o m WHson Company produces and.sells two typesiof pens- 
‘super’ and ‘ordinary’. You are provided with the following 

ma (^Direct materials, cost of ‘super’ type pen is Rs. 2 per pen and 

tha (iS f DlS^orsu^er’ 1 Spe^en is Re. . per pen and that of 

0r ( 1 iii) r producUon P Overheads to be charged at 100% of direct wages 

in both types of pen. . . w0 rks 

(iv) Administrative Overheads to be charged at 25/» ot worics 

cost in both types of pen. . . _ , , A 

(v) Selling and distribution Overheads is Re. 1 per pen sola ior 

both types. 

(vi) Number of pens produced: 

‘Super’ type 60,000 pens ‘Ordinary’type 1,20,000 pens 
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(vii) Number of pens sold: 

‘Super’ type 50,000 pens 

‘Ordinary’ type 1,00,000 

Assuming there is no work-in-progress in the beginning or at end 
and opening stock of finished goods is nil, you are required to pre¬ 
pare a cost statement showing the price at which the two type of 
pens would be marketed so as to show a profit of 20% on selling 
price. 

[B. Com. (Pass), Delhi , 1985) 

Ans. 



Direct Materials 
Direct Wages 


Unit 


2 


Rs. 

2.00 

1.00 


Rs. 

1,20,000 

60,000 


Rs. 

1.00 

0.50 


Rs. 

1,20,000 

60,000 


Prime Cost 


3.00 1,80,0C0 1.50 1,80,000 


Production Overheads 


at 100% of Wages. 

1.00 

60,000 

0 50 

60,000 

Works Cost 

Admn. Overheads at 25% of 

4.00 

2,40,000 

2.00 

2,40,000 

Works Cost. 

1.00 

60,000 

0 50 

60,000 

Cost of Production 

Less: Closing Stock of pens 
60,000—50,000= 10,000 

5.00 

3,00,000 

2.50 

3,00,000 

pens at Rs. 5/- 


50,000 

20,000 x 

2.50= 50,000 

Cost of goods sold 

50,000 pens. 

5.00 

2,50,000 

2.50 

2,50,000 

(1,00,000 

X2.50) 

S & D Overheads 

1.00 

50,000 

1.00 

1,00,000 

Cost of Sales of 50,000 units. 
Profit at 20% on selling price 

6.00 

3,00,000 

3.50 

3,50,000 

i.e., 25% on Cost of Sales. 

1.50 

75,000 

0.875 

87,500 

Sales 

7.50 

3,75,000 

4.375 

4,37,500 
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Selling price at which pens to be marketed 


Super 
•Ordinary (4.375) i.e. 


Rs. 

7.50 per pen 
4.38 






Note: 


Q. 21 
and sells 


Columns 3 and 5 in the above statement are not required 
as per* 1 question. For the sake of convenience to the 
students, these two columns have been shown. Only 
columns 1,2 and 4 are enough to work out selling prices 

of two types of pens. 

Nileiri Airconditioning Company produces refrigerators 
.. - ells eac h for Rs. 2,000 during a certain accounting year. The 
direct material, the direct labour and overhead costs are 60 per cent, 
20 per cent and 20 per cent respectively of the cost of sales. 

In a subsequent accounting year, the direct material cost has ,n- 
-eased bv 15 per cent and direct labour cost by 1 /.5 per cent. Due 
S thfse increase in costs, there would be a 50 per cent decrease in 
{he amount of profit if the same selling price .s to be maintained. 

Compute the new selling price to enable the Company to maintain 
the same P percentage of profit as that earned during the preceding 

yCar [ B. Com. (Hons.), Delhi, 1984 ] 


Ans. Cost of Sales and Profit are not 
cost of sales be x. 


given in the question. Let 


Profit —Sales—Cost of sales i.e., 2,000—x. 


Cost structure: 


Present 

Increase 

Expected in a 
subsequent vear 

Direct Material 

0.60x 

15%-0.09x 

0.69x 

Direct Labour 

0.20x 

17.5% =0.035x 

0.235x 

Overheads 

0.20x 

' 

0.20x 

Cost of Sales 

l.OOx 

+ 0.125x 

1.125x 

Sales 

Rs. 2,000 

— 

Sales Rs. 2,000 

Profit 

(2,000—x) 

50% Decrease 

Profit 50% of 
(2,000—x). 


Equation: 

(2,000—x)—(2,000—1.125x)= -j|°- (2,000—x) 

(2,000—x)—(2,000— 1.125x)=( 1,000—0.5x) 

2,000—x—2,000 + 1.125x = 1,000—0.5x 

—x+1.125x+0.5x= 1,000 + 2,000—2,000 
0.625x= 1,000 
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I 000 

X “ 0 625 =Rs - 1,600 CoSt of Sa,es 
Profit=2,000— 1,600 = Rs. 400. 

i.e., Percentage of Profit on Cost=-j ^ x 100=25%. 
New Selling Price: 

Rs. 

New Cost 1.125X 1.600 = 1,800 

Add: Profit 25% on Cost = 450 


New Selling Price 


2,250 Per Unit 



6 

Contract Costing 


.. *•„— tan 

costs Rs. 5fi00 and materials wh.ch costs Rs. 4,000 were 

accident. » , 

On 31st December, 1986, plant which costs Rs_ 5 ,returned 

stores. The cost of work done but not **f 1( g° d e pre - 

materials costing Rs. and lalanfe Sheet 

ciation on plant and compile Contract Account 

from the following Trial Balance on 31st December 1986. 



Rs. 

Rs. 

Share Capital 


1,20,000 

10,000 

Creditors 

Cash received on Contract 
(80% of work certified) 


2,00,000 
. » 

Land and Buildings a/c. 

4?,000 


% 

Bank Balance 

25,000 


Charged to contract 

Materials ^ 

90,000 


Plant v-*' 

25,000 


Wages 

1,40,000 


Expenses 

7,000 



3,30,000 

3,30,000 


(B. Com., A.P. Open University, August 1987) 
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Contract A/c for the Year ended 31-12-86 


^ Rs. 

To Materials charged 90,000 

„ Wages 1,40,000 

„ Expenses 7,000 

,, Depreciation on 

Plant 10% on 2,000 

(25,000—5,000 lost) 

(see note 1 below). 

Rs. 

By P & L a/c.— 

Materials lost 4,000 

,, Materials in 

hand on site 4,000 

» Cost of contract 

c/d. 2,31,000 

2,39,000 

To Cost of contract 

b/d. 2,31,000 

„ Notional Profit 21,000 

2,39,000 

By Contractee a/c. 2,50,000 

—Value of work 
certified 

2,00,000 x ^-= 

,, Cost of work 

not certified 2,000 

2,52,000 

ToP&L a/c.— 

Profit taken 11,200 

(see note 2 below) 

,, Profit in suspense 9,800 

2,52,000 

r 

By Notional profi. 21,000 

21,000 

21,000 



Rs. 

Plant charged to contract 

25,000 

Less: Lost in an accident 

5,000 

Used in contract for one year 

20,000 

Less: Depreciation at 10% 

2,000' 


18,000 

Less: Returned to stores 

5,000 

Plant balance on contract a/c. 

13,000 


2. Contract price Rs. 5,00,000. Value of work certified= 
Rs. 2,50,000 i.e. 50% of work completed. Hence the 
following formula is applied for transferring profit to 
P& La/c. 
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o r Cash received_ 

— x Notional Profit X Va lue of work certified 

- 2 - x 21000 X 2>°°>000 a 
= 3 X 21,000 x 2,50,000 


Rs. 


3 Cost of work not certified 
Add: Contractee’s balance 
2,50,000—2,00,000 = 


Less: Profit in suspense 


11,200 

Rs. 

2,000 

50,000 

52,000 

9,800 


Work-in-progress as on 31-12-86. 


42,200 


Balance Sheet of Contract Ltd. as on 31-12-1986 


Liabilities 

Rs. 

Share capital 

1 , 20,000 

P & L a/c. 

11,200 

Less: Plant & 


materials lost 

9,000 . 


- 2,200 

Creditors 

10,000 


1.32,200 


Assets 

Rs. 

Land & Buildings 

43,000 

Plant on contract a/c. 

13,000 

Plant in stores 

5,000 

Materials at site 

4,000 

Work-in-progress 
BanJ^b'alancer ' 

_ 

42,200 

25,000 


1,32,200 


Q. 2. Write up the Contract Accounts from the following parti 
culars: 

Direct Materials 
Wages 
Special plant 
Stores issued 

Loose tools.*-- - 

Cost of Tractor 
(Fuel, wages of driver and 
expenses of workers) / 

Contract price 

The contract was completed in 20 weeks. The special plant was 
returned subject to depreciat ion o F20% on original cost. The value 
of loose tools arid storesTeturned wef£ Rs. 1,000 and Rs. 400 respec¬ 
tively. The written down value of tractor used for the contract was 
Rs. 19,500 and depreciation was to be charged to this contract was 
20% per annum on this value. Provide 7% for administrative expen¬ 
ses on works cost. 

(/?. Com.) A.P. Open University , December 1986) 


Rs. 

16,200 

10,800 

8,000 

2,880 

1,500 

3,420 


40,000 


Ans. 

Contract A/c 


Rs. 

To Direct Materials 

16,200 By Contract a/c. 


Contract price 

„ Wages 

10,800 

,, Direct exp. 

— 


Prime con 27,000 

,, Stores consumed. 


2,880—400 = 

2,480 

„ Tractor exp. 

3,420 

„ Depreciation on loose 

« 

tools 7500—1000= 

500 

Sol. plant 20% on 8,000= 1,600 
Tractor 20% on 19,500 

= 3,900 X-~= 

1,500 

Works cost 

36,500 

Admn. exp. 7% on 

-2,555 

Works cost 

Total cost 

39,055 

fo P & L a/c. profit 

. 945 

40,000 


Rs. 

40,000 


40,000 


Q. 3. The following particulars relate to two houses which a firm 
of builders had in course of construction under contract: 

House A House B 
Rs. Rs. 


Work-in-progress on 1st January 1985 

(excluding Rs. 800 estimated profit which 
was taken to profit and loss account in 
1984) 

Materials purchased 
Wages 

Electrical services and fittings 
Road-making charges 
Contract price (including road making) 

Cash received to 31st December, 1985 
Percentage of cash received to work certify 
Value of materials in hand on 31st 
December, 1985. 

Completed work not certified 
Value of plant used on sites 
Period of plants remained on sites during 
the jear. 


14,000 

23,000 

16,000 

20,000 

14,000 

1,400 

300 

8,000 

— 

60,000 

40,000 

60,000 

24,000 

100% 

665 % 

400 

540 

12,000 

2,500 

6,000 

10 months 

8 months 
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The total establishment expense?J n «i rr edJ^Jcontracts 

V&i - - taKen into 

to the >“>«' and ,OSS 

account. (£. Com. (Hons), Delhi, 1987) 

^ Contra ct A/cs. for the Yea r 1985. (Rs.) __ 


■s^s »4?fT 


400 


' vy agvj 

” Electrical services 

& fittings. 1 >400 

** Road making o,uou 

*’ Depreciation on 

Plant 1 > 000 

10 10 

i2 ( ooo x-^Q-x-rr 

« Estt. exp. = 20 : 14 7,200 

ratio of wages — 


Cost of Con¬ 
tract c/d. 75,000 35,800 


400 


5,040 


75,400 36,340 


75,400 36,340 


To Cost of Contract 
•• Notional Profit 


2^/7 

j^> 


7 .o * f® 


75,000 35,800 By Contractee 60,000 36,000 

a/c. (lull) 

_ 2,700 —Value of work 

Certified 

100 

B = 24,000 X ^3 

= 36,000 
” Cost of work 

not Certified — 2,500 

” Loss* transferred 

to P & L a/c. 15,000 — 

(see Note below) 


ToP&L a/c. — 
Profit taken) = 
(see Note below) 
Profit in sus¬ 
pense 


75,000 38,500 

By Notional 
— 1,200 Profit. 


— 1,500 

— 2,700 


75,000 38,500 
— 2,700 


7 7 nn 
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Note: 

Contract A : 1. The whole contract has been completed in 
1985. Hence the complete loss has been 
transferred to P & L a/c. 

2. Rs. 800 has been withdrawn from P & L 
a/c. and added to opening WIP as the 
whole contract has been completed in 
1985. 

Contract B : Contract Price : Rs. 40,000 

Value of work certihed : Rs. 36,000 i.e., 
90% completed. Hence the following for¬ 
mula is applied for taking profit to P & L 
a/c. 


2 National 

3 X Profit. 

-j-X 2,700 x 


^ Cash Received _ 

Value of work certified 
24,000 _ 

36,000 ™ Rs ‘ 1,200 


Q. 4. Shiwalik Construction Limited took a contract in 1983 for 
road construction. The contract price was Rs. 5,00,000 and its 
estimated cost of completion would be Rs. 4,60,000. 

At the end of 1983, the Company has received Rs. 1,80,000 re¬ 
presenting 90 per cent of work certified. Work not yet certified had 
cost Rs. 5,000. 


Expenditures incurred on the contract during 1983 were as 
follows: 


Materials Rs. 25,000 

Labour Rs. 1,50,000 

Plant Rs. 10,000 

Materials cost Rs. 2,500 were damaged and had to be disposed 
off for Rs. 500. Plant is considered as having depreciated by 25 per 
cent. 


Prepare Contract Account for 1983 in the books of Shiwalik 
Construction Limited. Also show all possible figures that can be 
reasonably credited to Profit and Loss Account in respect of the 
contract. 


Ans. 


To Materials 
” Labour 
” Dep. on Plant 
25% on 10,000 


( B . Com. ( Hons)> Delhi , 19S4) 
Contract A/c. for 1983 

Rs. _ Rs. 

25,0( 0 By Materials demaged f 2,500 
1,50,000 (See Note 2 below) 

Cost of Contract c./d. ; 1,75,000 

2,500 




f % 


1.77,500 


1,77,500 
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To Cost of Contract b/d. 175,000 By Contractee a/c. 2,00,000 

»* Notional Profit 30,000 —Value of work certi- 

fied. 1,80,000 X -^- = 


” Cost of work not certi¬ 
fied. 5,000 


2,05,000 2,05,000 


By Notional Profit 30,000 

To P & L a/c—Profit 9,000 
taken (See Note 1 
below) 

” Profit in suspense 21,000 


30,000 30,000 


Note : 


1 . 


Contract price = Rs. 5,00,000. Value of work certified 
Rs. 2,00,000 i.e., 40% completed. Hence the following 
formula is applied for taking Profit to P & L a/c. 


y-X Notional Profit x 


Case Received _ 

Value of work Certified 


“T* 30,000 X 9,000. 

2. Materials demaged Rs. 2,500. Disposed off for Rs. 500. 
The loss of Rs. 2,000 will be debited to P & L a/c. 

Q. 5 A firm of building contractors began to trade on April 1, 
1984. The following were the expenditure on a contract for Rs. 
3,00,000. 



Rs. 

Materials issued 

51,000 

Plant used for the contract 

15,000 

Wages incurred 

81,000 

Other expenses incurred 

5,000 


Cash received on account to 31-3-1985 amounted to Rs. 1,28,000' 
being 80 % of the work certified. Of the plant and materials charged 
to the contract, plant which cost Rs. 3,000 and materials which cost 
Rs. 2,500 were lost. On 31-3-1985 plant which cost Rs. 2,000 
were returned to stores, the cost of work done but uncertified was 
Rs. 1,000 and materials costing Rs. 2,300 were in hand on site. 

Charge 15% depreciation on plant, reserve 1/2 of profit received 
and prepare a contract account from the above particulars. 

( B . Com., Andhra , 1986)> 
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• Ans. Contract A/c. for the Year ended 31-3-85 



Rs. 

Rs. 

To Materials issued 
” Wages 
” Other exp. 

*’ Depreciation on Plant 
(see note 1 below) 

51,000 By Material lost 

81,000 tr. to P & L a/c. 

5,000 (see note 2 below) 

1,800 ” Materials at site 

Cost Contract c/d. 

2,500 

2,300 

1,34,000 


1,38,800 

1,38,800 

To Cost of Contract b/d. 

1,34,000 By Contractee a/c. 

—Value of Work 
Certified 


” Notional Profit 

t 

27,000 1,28,000 x-L®? 

” Cost of work un¬ 
certified 

— 1,60,000 

1,000 


1,61,000 

l,6r,000 

To P & L a/c.—Profit 
taken 

” Profit in reserve 

1/2 of 27,000 = 

By Notional Profit 

• 

13,500 

13,500 

27,000 


27,000 

27,000 


Note : 1. 

Rs. 

Plant charged to contract 15,000 

Plant lost 3,000 


12,000 


Dept, at 15% on 12,000 = 1,800 

(Plant Costing Rs. 2,000 was returned to stores on 
31-3 85 i.e., at the end of year after using in the 
work). 

2. Materials lost Rs. 2,500 and plant lost to Rs. 3,000 
will be debited to P & L a/c. as an abnormal Loss. 

Q. 6. On 31st October 1973 when the actual accounts were prepar¬ 
ed, the position of contract No. 101 which was commenced on 1st 
January 1973 was under: 
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Rs. 

Materials purchased 

37,500 

Materials in hand 

1,500 

Wages paid 

43,750 

Wages outstanding 

625 

Indirect expenses 

1,875 

Plant 

6,250 


The value of work certified was Rs. 90,000 of which Rs. 67,500 
had been received, work completed but uncertified was valued at Rs. 
2,500. The contract price was Rs. 1,50,000. 

The Plant on the site was valued 5,000 on 31st October, 1973. 
Prepare Contract No. 101 account after taking credit for profit 
which you think reasonable. 

[B. Com. (Final), Ravi Shankar University, 1985.] 


Ans. Contract No. 101 a/c. 


Rs. Rs. 


To Materials Purchased 

37,500 By Contractee a/c. 


Less: Materials in hand 

1,500 —Value of work 


- Certified 

90,000 

Materials consumed 

36,000 ” Cost cf work 


” Wages Paid 43,750 
” Add: OIS 625 

uncertified 

44,375 

2,500 

” Direct exp. 

— 


Prime Cost 

80,375 


" Indirect exp. 

1,875 


” Dep. on Plant 6,250—5, 

000= 1,250 


Cost of Production 

83,500 


” Notional Profit 

9,000 



92,5C0 

92,500 


By Notional Profit 

9,000 

To P & L a ; c. 

(see Note below) 

4,500 

4 

V Profit in Suspense 

4,500 



9,000 


9,000 
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Note: 

Contract price Rs. 1,50,000. Value of work certified Rs. 
90,000 i.e., 60% of work completed. Hence the following is 
the formula for taking profit to credit of P <fi L a/c. 



Notional Profit X 


_ Cash received 

Value of work Certified 


9,000 x 


67,500 

90,000 


= Rs. 4,500 


Q. 7. From the following particulars relating to a contract, pre¬ 
pare Contract Account, Contractee’s Account and show the calcula¬ 
tion of profit: 


Material sent to site 

(In Rs.) 
85,349 

Labour engaged on site 

74,375 

Plant Installed at Cost 

15,000 

Direct expenditure 

3,169 

Establishment Charges 

4,126 

Materials returned to store 

549 

Work certified 

1,95,500 

Cost of work uncertified 

4,500 

Materials in hand, March 31, 1984 

1,883 

Wages accrued, due on March 31, 1984 

2,400 

Direct expenditure accrued on March 3*, 1984 

240 

Value of Plant on March 31, 1984 

11,000 

■\ • 

Contract Price 

2,50,000 

Cash received from contractee 

1,80,000 


(B. Com. {Final), Ravi Shankar University , 1987) 
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Ans. 


Contract A/c. 


To Material sent to site 
” Less : Materials returned 
to store 


Less : Materials in hand 
31-3-84 

Materials consumed 
Labour 74,375^^ 

Add : accrued 2,400 *• 

” Direct Expenditure 3,169* 
Add : accrued 240 


Rs. 

85,349 

549 


ty Contractee’s a/c. 
—Value of work 
Certified 


84,800 ” Cost of work un¬ 

certified 

1,883 


Prime Cost 

” Depreciation on Plant 
15,000—11,000 — 

Works Cost 
To Estt. Charges 


»» 


Cost of Production 
Notional Profit c/d. 


ToP&L a/c. 

(see Note below) 

” Profit in Suspense 


82,917 
76,775 

3,409 

1.63.101 
4,000 

1.67.101 
4,126 

1,71,227 
28,773 

2,00,000 

17,661 I By Notional Profit 
b/d. 

11,112 


Rs. 

1,95,500 


4,500 


28,773 


2,00,000 


28,773 


28,773 


Note: Contract price Rs. 2,50,000. Value of work certified Rs. 
1,95,500. i.e., more than 75% work completed. Hence the following 
formula is applied for transfer of Profit to P & L a/c. 

2 Cash received 

- 3 - X Notional Profit x valJe^f work Certified^ 


y x 28,773 


1,80,000 

1,95,500 


= Rs. 17,661 
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Contractee A/c. 

To Contract a/c. 1,95,500 By Cash 1,80,000 

Balance c/d. 15,500 


1, 95,500 1,95,500 

To Balance b/d. 15,500 

Q. 8. The following sums have been spent on a contract still 
unfinished on 31st December 1980: 

Rs 

Materials 90,000 

Wages 60,000 

Direct charges 56,000 

The contract price is Rs. 5,00,000. Rs. 2,00,000 have been receiv¬ 

ed from the contractee, being 80% of work certified. The value of 
work-in-progress uncertified is Rs. 10,000. 

How much profit should be credited to the profit and loss 
account for the year ended 31st December, 1980? 

( B . Com ., Madras ) 

Ans. Contract A/c. for the year ended 31-12-80 



Rs. 


Rs. 

To Materials 
” Wages 
’’Direct charges 

90,000 

60,000 

56,000 

By Contractee a/c. 


Total cost of contract 

2,06,000 

—Value of work cer¬ 
tified 

2,50,000 

To Notional Profit c/d. 

54,000 

2,00,000 X 




” Cost of WIP not 
certified 

10,000 


2,60,000 


2,60,000 

To P & L a/c. —profit 

taken 

(see note below) 

” Profit in suspense 

28,800 

25,200 

By Notional profit 
b/d. 

54,000 


54,000 


54,000 


Note: Contract price Rs. 5,00,000: Value of work certified Rs. 
2,50,000. i.e. 50% of work is completed. Hence the following for¬ 
mula is applied for crediting Profit to P & L account: 
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^ _ Cost rec eived 

-j- x Notional profit X y a i ue of work certified 


2 _ 2,00,000 
=-3 X 54,000 X 2,50,000 


Fs. 28,800 


contract JZSW'SST™ =S2S ™ 
1980: Rs. 


1,00,000 

1,35,500 

18,000 

7,500 


Materials 
Wages 
Plant 

Overhead charges 
Cash received from the contractee upto 31st December, 1980 
orr»rvnntpH tn Rs 2 00 000 being four-fifths of the work certified. 
fiEfiff « R halSr%T 3isf December 1980 Rs 9,600. Prepare an 

account showing the proportion of the profits which ^“ount after 
might reasonably be transferred to the Profit & Loss account alter 

allowing 10% p.a. depreciation on plant. 

( B . Com.y Jabalpur ) 


Ans. Contract A/c. for the 

Rs. 

Year ended 31-12-1980 

Rs. 

To Materials 

” Wages 

” Dep. on plant 10% 

” Overheads 

1,00,000 

1,35,500 

1,800 

7,500 

By Materials on 
hand 

” Cost of contract 
c/d. 

9,600 

2,35,200 


2,44,800 


2,44,800 

To cost of contract 
b/d. 

” Notional profit 

2,35,200 

14,800 

By Contractee a/c. 

—Value of work 
certified. 

2 , 00,000 x -J- 

2,50,000 


2,50,000 


2,50,000 

To P & L a/c. —Profit 
taken (see note 
below) 

” Profit in Suspense 

7,893 

6,907 

By Notional pro¬ 
fit 

14,800 


14,800 


14,800 




. 0 O 
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_ Note: C °n tract price Rs. 5,00,000. Value of work certified Rs. 
2,50,000 i.e. 50% of work is completed. Hence the following formula 
is applied for transferring Profit to P & L a/c. 



x Notional profit x 


Cash received _ 

Value of work certified 


x 14,800 x 


2,00,000 

7,50,000 


Rs. 7,893 


Q. 10. A undertook several large contracts and his ledger contain- 
ior ^ he [’ efore > a separate account for each contract. On 30th June, 
1982 the account of contract No. 51 showed the following amounts 
as expended thereon: 


Materials directly purchased 

Rs. 

90,000 

Materials issued from stores 

25,000 

Plant purchased 

80,000 

Wages 

1 ,22,000 

Diirect expenses 

12,000 

Portion of establishment charges 

27,000 


0 The contract was for Rs. 7,50,000 and up to 30th June Rs. 
2^90^00 had been received in cash which represented the full amount 
certified less 20% retention money. * " • 

The materials on site, ’uhconsiAied, were valued at Rs 7,500. The 
plant was to be depreciated by Rs. 8,000. 

Prepare a contract account showing what profit thereon has been 
earned to date. Also state what amount should in your opinion be 
taken into profit and loss of the period. 

(B. Com ., Allahabad ) 


Ans. Contract No. 51 Account 



j Rs. 

To Materials—Purchased 

90,000 

” —Issued 

25,000 

” Wages 

1 ,22,000 

” Direct expenses 

12,000 

” Dcp. on plant 

8,000 

” Estt. charges 

27,000 


2,84,000 



Materials at sit 
Cost of contractj 
c/d. I 



7,500 

2,76,500 


2,84,000 
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To P & L a/c. — 

profit taken (see note) 
»* Profit in suspense 
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2,76,500 

By Contractee a/c. 

3,62,500 


—Value of work 

86,000 

^ certified 


3,62,500 

1 

100 

2,90,000 X -gg- = 

3,62,500 


By Notional profit 

86,000 

22,933 



63,067 



86,000 


86,000 


formula is applied for transferring profit to P & L a/ . 

Cash received 

” 3 ’ X Notional P rofit X Value of work certified 

• 1 * 86 000 X, Rs - 22 > 933 

= -3 x 86 > 000 \ 3,62,5QD 

July 1979 was as follows: R§ 


30,000 

35,000 

1,500 

5,000 

1,200 


Materials 
Wages 
Sundries 

Plant dispatched to site 
Materials on hand 31-3-1980 

The value of work certified was Rs. 72,000 of which Rs. 
had been received. Work finished but uncertified '" asvalue J 0 The 
2000 The Plant on 31st March 1980 was valued at Rs. 4*0.00; ‘ne 
contract price was Rs. 1,20,000 and the cost of work was w.thm the 

estimates. 

You are required to prepare the contract account »" d show ho " 
the particulars relating to the contract should appear in the Balance 
Sheet of the company. 


54,000 
at Rs. 


( B.Com ., Allahabad) 
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Ans. Contract No. 50 Account 



Rs. 


Rs. 

To Materials 

30,000 

By Materials on hand 

1,200* 

” Wages 
” Sundries 

35,000 

1,500 

” Cost of contract 

66,300 

Dep. on plant 



5,000—4,000 

1,000 




67,500 


67,500 

To Cost of contract b/d. 

By Contractee a/c. 

72,000 


66,300 

—Value of work 




certified 


” Notional profit 

7,700 

” Cost of work not 




certified 

2,000 


74,000 


74,000 

To P & L a/c. — 




Profit taken 
(see note below) 

3,850 

By Notional Profit 

7,700 

” Profit in sus¬ 




pense 

3,850 




7,700 7,700 


Note: Contract price Rs. 1,20,000. Value of work certified Rs. 
72,000 i.e. 60% of work is completed. Hence the following formula 
is applied for transferring to P & L a/c. 



x Notional profit x 


_ Cash received 

Value of work certified 


= y X 7,700 


54,000 

72,000 


=Rs. 3,850 


Value of W.I.P. as on 31-3-1980 Rs. 

Cost of work not certified 2,000 

Add: Contractee’s balance 

72,000—54,000= 18,000 


20,000 

Less: Profit in suspense 3,850 

• ? * —k 

-W.I.P. as on 31-3-1980 16,150 
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Balance Sheet (Extract) 


P& 


Liabilities 
L account 


Rs. 

3,850 


Assets 

Materials on hand 
W.I.P. 

Plant • 5,000 
Less Dep 1,000 


Rs. 

1,200 

16,150 


4,000 


o 12 A Building contractor having undertaken construction 
work at contract oriel of Rs. 6,00,000 began the execution of he 
work on 1st January 1980. The following are the particulars of the 
contract upto 31st December 1980: 

Rs. 


Materials 

Wages 

Plant 


1,20,000 

1,38,000 

30,000 


Establishment charges 11,100 

Cash received on account up to 31st December 1 980 ; am ^ n ‘ ed . 
to Rs. 2,70,000 representing 80% of the work certified, J h ** ”.3, 
io« 20% being retained until completion. The value of materials 
on hand was Rs.' 8,100 and the wo'rk finished but not certified was 

Rs. 7,500, 

Prepare the Contract Account assuming depreciation on P'*™ 
at 10% per annum and.state the proportion of profit the contractor 
would be justified ih taking to the credit of the Pr ° fitand L ° s * 
Account. Also show how the work in progress would appear in the 

Balance Sheet as on 31st December 1980. 


( B.Com ., Osmania) 


Ans. Contract A/c. for the Year ended 31-12-1980 


o Materials 

1 ,20,000 

Less: Materials 


on hand 

8,100 

Materials consumed 

1,11,900 

•• Wages 

1,38,000 

” Dep: on plant 10% 

3,000 

”Estt. charges 

11,100 
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Cost of contract 2,64,000 
To Notional profit 81,000 


By Contractee a/c. 3,37,500 

—Value of work 
certified 

2,70,000 X -^ = 

Cost of work not 

certified 7,500 


3,45,000 

To P & L a/c. —Profit 

43,200 

taken (see note 
below) 


” Profit in suspense 

37,800 

• 

81,000 


3,4 5,000 

By Notional profit 81,000 


81,000 


Note: Contract price Rs. 6,00,000. Value of work certified Rs. 
3,37,500 i.e. more than 50% of work is completed. Hence the follow¬ 
ing formula is applied for taking the profit to the credit of P & L 
a/c. 

2/3 x Notional Profit x Cash received/Value of work certified 
=-|-X81,000X =Rs. 43,200 

Work in progress: 

Rs. 

Cost of work not certified 7,500 

Add : Contractee’s balance 

3,37,500—2,70,000= 67,500 


75,000 

Less : Profit in suspense 37,800 

Value of WIP as on 31-12-80 37,200 

(to appear on the assets side of 

Balance Sheet) - 

Q. 13. Contractors Ltd. entered into a large contract with an 
Electric Supply company on 1st January 1981. The contract was 
incomplete at the* end of financial year 30th June 1981. 

From the following information prepare the contract account. 
Show the entries relating to the contract which would appear in the 
•Contractors Ltd.’s Profit and Loss Account for the year ended and 
in the balance sheet as at 30th June 1981. 
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Thp Directors wish to take to profit and loss account 2/3rds of 
for. 


Plant installed at site on 1st January 1981 

Materials sent on Site 

Labour charges paid 

Direct expenditure 

Establishment charges 

Materials returned to Stores 

Architects certificate for work done 

Cost of work ndt certified on 30th June 19S1 

Stock of materials on 30th June 1981 • 

Wages-accrued to 30th June 1981 

Direct Expenses Accrued 

Contract price 

Cash received on account 

Allow depreciation on plant at zu/ 0 P-a. 


Rs. 

45,000 

1,71,250 

1,72,500 

7,250 

8,875 

1,125 

3,50,000 

7.500 

4.500 
4,750 

500 

5,00,000 

2,75,000 

( B . Com.y Bombay) 


Aus. 


Contract A/c. 
Rs. 


Rs. 


To Materials sent on site 
Less : Materials returned 
to stores 


Less: Materials on hand 


1,71,250 By Contractee a/c. 3,50,000 
—Value of work 
1,125 certified 

-*• Cost of work not 

1,70,125 certified 7,500 

4,500 


Materials consumed 

ToWages 1,72,500 

Add: Accru¬ 
ed • 4,750 

To Direct exp. 7,250 

Add: accrued 500 


” Dep. on plant 20% 
for 6 months 
” Establishment 


1,65,625 ” Loss on contract 

—transfer to 
P & L a/c. 


1,77,250 


7,750 

4,500 

8,875 


6,500 


3,64,000 


3,64,000 


Note: Loss on contract should be debited fully to P & L account 
irrespective of stage of completion of contract 
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Rs. 

Work-in-Progress: 

Cost of work not certified 7,500 

Add: Contractee’s balance 

3,50,000—2,75,000 = 75,000 


82,500 

Less: Profit in suspense Nil 

Value of W.I.P. as on 30-6-1981 82,500 


Balance Sheet (Extract) as on 30-6-1981 


Liabilities Rs. 

Assets 

Rs. 

O/s. Expenses: 

Wages 4,750 

Direct exp. 500 

Plant 45,000 

Less : Dep. 4, 00 

40,500 

Materials at site 

4,500 


W.I.P. 

82,500 


P & L a/c. (loss) 

6,500 

Q. 14. The following information relates to two Contracts of 

X Ltd. in 1982 : 

Contract A 

Contract B 


Rs. 

Rs. 

Materials sent to site 

1,70,698 

1,46,534 

Labour 

1,48,750 

1,37,046 

Plant 

30,000 

25,000 

Direct expenses 

6,334 

5,718 

Establishment Charges 

8,252 

7,704 

Materials Returned to Stores 

1,098 

1,264 

Work Certified 

3,90,000 

2,90,000 

Work Uncertified 

9,000 

6,000 

Materials at site (31-12-1982) 

3,766 

3,472 

Wages Accrued (31-12-1982) 

4,800 

4,200 

Direct Expenses Accrued (31-12-1982) 480 

*360 

Value of plant (31-12-1982) 

22,000 

19,000 

Contract Price 

5,00,000 

4,00,000 

Cash received from Contractee was 30% of the value of work 

certified. 




Prepare the Contract Accounts. 


( B . Com ., Osmania , Oct.lNov. 1983) 



Contract A/cs. for the year ended 31-12-82 
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CONTRACT costing 

o. 15. Construction Ltd. is engaged in a contract during the 
year. The following particulars are obtained at the end ot the 

year. 

Rs. 


Date of Commencement—April 1 
Contract Price 
Material Delivered at Site 
Material issued from Store 
Material Returned to Store 
Material at Site—December 31 
Direct Labour Payment 
Direct Expenses 
Architect Fee 
Establishment Charges 
Plant Installed—At Cost 
Value of Plant—December 31 
Accrued Wages—December 31 
Accrued Expenses—December 31 
Cost of contract—not yet 
certified 

Value of contract-Certified by 
Architect 

Cash Received from Contractor 


6,00,000 
1,20,000 
40,000 
4,000 
22,000 
1,40,000 
60,000 
2,000 
25,000 
80,000 
65,000 
10,000 
6,000 

23,000 

4,20,000 

3,78,000 


Prepare the Contract Account, assuming that material worth 
Rs. 9,000 were transferred from this contract to another. 


( B . Com, Osmania, Oct.)Nov. 1983 > 
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Ads. Contract A/c from April 1st to December 31. 

Rs._ Rs. 

To Materials 

Delivered at Site 1,20,000 By Cost of Contract c/d 3,83,000 
,, Material issued 

fram Stores 40,000 


1,60,000 

Less : Materials returned 
to Store 4,000 
Materials 
at Site on 
31st Dec* 22,000 
Materials 
transferred 
to another 
Contract 9,000 




35,000 

Materials Consumed 

1,25,000 

To Direct Labour 

1,40,000 


Accrued Wages 

10,000 

» 

Direct Exp. 

60,000 

>» 

Accrued Exp. 

6,000 

» 

Depreciation Plant 



80,000—65,000 

15,000 


Architect Fees 

2,000 

)> 

Establishment 



Charges 

25,000 



3,83,000 

To Cost of Contract 



b/d 

3,83,000 


Notional profit 

60,000 


4,43,000 


To P & L a/c—Profit ] 

taken (see note) ? 36,000 

,, Profit in suspense J 24,000 


3,83,000 

By Contractees a/c 


Value of work 


certified 

4,20,000 

„ Cost of work not 


certified 

23,000 


4,43,000 


By Notional Profit b/d 

60,000 


60,000 


60,000 
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Note. Value of work certified is Rs. 4,20,000 which 
Contract Price of Rs. 6,00,000. Hence the following 
applied for the Profit to be transferred to P & L a/c. 

2 . Cash received 

T 


is 70% of 
formula is 


2 . _ *-asn rctcivcu _ 

— x Notional Profit x Va j ue wor j c certified 


yx®.“"XT3S- Rs - 36 ' 000 - 

O. 16. Sarada and Co., having undertaken a contract for 
Rs. 2,50,000 began the work on 1st July, 1981. The following are 
ithe particulars of the contract up to 30th June, 1982 : 

Rs. 


Materials sent to site 

Labour engaged on site 

Plant installed at site 

Direct expenses 

Establishment charges 

Materials returned to stores 

Work certified 

Work not yet certified 

Materials on hand: 30th June, 1982 

Wages accrued at 30th June, 1982 

Direct expenses accrued at 30th June, 1982 

Value of Plant on 30th June, 1982 

Cash received from contractor 


85,349 
74,375 
15,000 
3,167 
4,126 
549 
1,95,000 
4,500 
1,883 
2,400 
240 
11,000 
1,80,000 


Prepare the Contract Account and state what portion of the 
Profit can be transferred to Profit and Loss Account. 

( B. Com.y Andhra , April 1983) 


Ans. Contract A/c for the Year ended 30th June, 1982 

Rs. _ Rs- 

To Materials sent to 85,349 By Cost of Contract 1,71,225 

site 

„ Less : Materials returned 

to store 549 


84,800 

„ Less : Materials 

on hand on 1,883 

30.6.82 - 

Materials consumed 82,917 

„ Labour engaged 

onsite: 74,375 

Add : Wages 

accrued : 2,400 76,775 
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,, Direct expenses 3167 

Add : Accrued 240 3>407 
„ Depreciation on 

plant: (15,000—11,000) 4,000 

„ Establishment charges 4,126 



1,71,225 

1,71,225 

„ Cost of Contract B/d 

1,71,225 By Contractee’s 

A/c.—value of 


„ P & L A/c—profit 

17,400 Work Certified : 

1,95,000 

„ Profit-in suspense c/d 

10,875 By Cost of work 

4,500 

(28,275—17,400) 

-certified 


1,99,500 

1,99,500 


National Profit: 

Rs. 

Value of work certified 
Cost of contract: 1,71,225 
Less: Cost of 

work not certified 4,500 


Cost of work 
certified 
Notional profit 


1,95,000 (78 % of Contract 
work completed) 


1,66,725 

28,275 


As the value of work completed is 78% of Contract amount 
(i.e. more than 50%) the following formula is to be applied for the 
profit to be transferred to P & L A/C. 


. j x Notional 

,-|-X 28,275 X 
=Rs. 17,400. 


Cash Received 


Profit x y alue ot - wor fr certified 


1,80,000 
1,95,000 


O 17 XYZ Construction Co. started a contract with A Co. 
1 td for the construction of a godown on 1.1.81. The following 
fi e u‘ r es are made available to you as at 31.12.81. Prepare the con¬ 
tract Accounts for the calendar year 1981 indicating the profits 

made. ^ 

Rs. 


Contract price 
Direct materials issued 
Materials returned to store 
Direct Labour payments 
Accrued wages—Dec. 31 


3,00,000 

55,000 

500 

48,000 

2,000 
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Plant installed at cost 
Establishment charges 
Direct expenses 

Direct expenses accrued—Dec. 31 
Work certified by the Architect 
Cost of work not yet certified 
Value of plant—Dec. 31 
Materials on site Dec. 31 
Cash received 


30,000 

25,000 

15,000 

1,000 

1,60,000 

10,000 

20,000 

5,500 

1,50,000 

. Com.y Kerala , Apr.I May 1982) 


Ans. 


Contract a/c for the Year ended 31st Dec. 1981 


To Direct materials 
issued 

less returned to 
stores 


55,000 

500 


By Cost of contract 

c/d 1,50,000 


Less materials on 
site 


54,500 

5,500 


Materials 
consumed 
To Direct Labour 
Payments 
Add accrued wages 


49,000 

48,000 
2,000 50,000 


To Direct exps. 15,000 
Add accrued exps. 1,000 16,000 


To Depn. on plant 
30,000—20,000 
To Establishment 
charges 


10,000 

25,000 

1,50,000 


1,50,000 


To Cost of 

contract of b/d 
To P & L a/c.— 
profit taken 
(see note) 

To profit in 
suspense 


1,50,000 By contractee’s a/c 
value of work 
certified 

12,500 By cost of work 
not certified 

7,500 


1,60,000 

10,000 


1 , 70,000 


1 , 70,000 
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Note : 1. More than 50% of the work has been completed and 
certified by the Architect. Hence the following formula 
is applied for the profit to be taken to the credit side of 
' P & L a/c. 


VX Notional profit x 


Cash rec eived_ 

Value of work certified 



X 20,000 X 1,50,000/1,60,000=Rs. 12,500 


2. National Profit : 

Value of work certified 
Cost of contract 
Less: cost of work not certified 

Cost of work certified 

Notional profit : 


160,000 

1,50,000 

10,000 

- 140,000 


20,000 


Q. 18. A undertook several large contracts, and his Ledger con¬ 
tained a separate account for each contract. On 30th June 1974, the 
account of contract No. 31 showed the following amounts as expend¬ 
ed thereon : 



Rs. 

Materials directly purchased 

90,000 

Materials issued from store 

25,000 

Plant purchased 

80,000 

Wages 

1,22,000 

Direct Expenses 

12,000 

Portion of Establishment Charges 

27,000 


3,56,000 


The contract was for Rs. 7,50,000 and up to 30th June, Rs. 
2,90,000 has been received in cash which represented the full amount 
certified less 20% retention money. The materials on site uncon¬ 
sumed were valued at Rs. 7,500. The contracting plant was to be 
depreciated by Rs. 8,000. 

Prepare the Contract Account showing what profit thereon has 
been earned to date. And also state what amount should, in your 
opinion, be taken into the Profit and Loss Account of the period. 


( B . Com., Vtkal , 1981) 
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Ans. 


Contract A/c No. 31 
Rs. 


Rs. 


To Materials directly 
purchased 

To Materials issued from 
Store 
To Wages 

To Direct Expenses 
To Depreciation on Plant 
To Establishment Charges 


By Materials on site 
90,000 By Cost of Contract 
c/d 

25,000 

1,22,000 

12,000 

8,000 

27,000 


7,500 

2,76,500 


To Cost of Contract 
b/d * 

To Notional Profit c/d 


2,84,000 


2,76,500 

86,000 


2,84,000 


By Contractee’s a/c 
Value of Work 
Certified 

2,90,000 x — = 


3,62,500 


3,62,500 


3,62,500 


86,000 


To P & L a/c—Profit By Notional Profit 

taken (see note below) 22,933 b/d (i.e , Profit earned 
To Profit in suspense c/d <>3,067 to date) 

86,000 86,000 

Note •—As the value of work certified is Rs. 3,62,500 which is less 
than 50% of the Contract amount the following formula is 
applied for the Profit to be taken to P & L a/c : 

Notional Profit XCash R eceived 
Value of Work certified 

2,90,000 


T x 


4 X 86,000 X 


22,933. 


3--- 3,62,500 

Q. 19. The Contract Ledger of a Company indicates the under¬ 
mentioned expenditures on account of Contract A up to December 
31, 1980 : 

Rs. 

V/Ses 1,64,000 

Establishment Expenses 6,000 

The contract began in January, 1980, the Contract Price be *o/ 
Rs. 6,00,000. Cash received on account to date (2,40,000) is 80/ 0 
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of the work certified; and the remainder is to be paid as to 10% on 
completion and the balance six months after completion. Materials 
on hand and work completed but not certified was Rs. 10,000. Pre¬ 
pare a Contract Account showing the profit to date, after depreciat¬ 
ing plant by Rs. 1,000. Show also how the work-in-progress would 
appear in the Balance Sheet. 

[ B . Com. ( Hons .), Utkal , 1981] 
Ans. (a) Contract a/c for the Year ending 31-12-80 

Rs- _ Rs. 

To Materials 1,20,000 By Cost of Contract 

ToWages 1,64,000 c/d. 2,85,000 

To Depreciation on Plant 1,000 


2,85,000 


2,85,000 


To Cost of Contract b/d. 2,85,000 By Contractee’s a/c. 


To Notional Profit c/d. 


25,C00 Value of work 
certified= 

inn 

2,40,000 X~ = 3,00,000 

To Cost of work not 
certified 10,000 


3,10,000 


ToP&L a/c— 

Profit taken 
(see Note below) 

To Profit in Suspense c/d. 


13,333 
11,667 


By Notional Profit 
b/d. 


Note 


3,10,000 


25,000 


25,000 


25,000 

As the value of work certified is Rs. 3,00,000 which is 
50% contract price, the following formula is applied for 
the Profit to be taken to P & L a/c: 


-j x Notional Profit x 

2 25,000x2,40,000 

3,00,000 


Cash Received 


T x 


Value of Work certified 

* Rs. 13,333 

(b) Work-in-Progress as would appear in B/S as on 31-12-80 

Rs. 

Cost of work not Certified : 10,000 

Add : Contractee’s balance= 

3,00,000—2,40,000 = 60,000 


Less : Profit in Suspense 


70,000 

11,667 


58,333 
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O 20 The following is the summary of the entries in a Con¬ 
tract Ledger as on 31st Dec. 1980 in respect of Contract No. 444. 

Rs. 


Material brought directly 
Materials from stores 
Wages 

Direct expenses 

Establishment charges (apportioned) 
Plant 

Scrap sold 


60,000 
10,000 
29,000 
14,000 
1 5,000 
50,000 
2,000 


The further information is as follows:— 

(1) Accruals on 31st Dec. 1980 were wages Rs. 1,500 and direct 
expenses Rs. 2,500 

(2) The Cost of work uncertified included materials Rs. 3,500, 
wages Rs. 2,500 and expenses Rs. 2,000. 

(3) Rs. 3,000 worth of plant and Rs. 4,000 worth of materials 
were destroyed by fire. 

(4) Rs. 7,000 worth of plant was sold for Rs. 6,000 and materials 
costing Rs. 3,000 were sold for Rs. 4,000. 

(5) Depreciation till 31st Dec. 1980 on plant was Rs. 12,000. 

(6) Materials at site were Rs. 6,000. 

(7) Cash received from the Contractee was Rs. 1,40,000 being 
80% of work certified. 

(8) Contract price was Rs. 2,50,000. 

(9) Transfer 2/3rd profit on each basis to Profit and Loss A/c. 
Prepare Contract Account. 

( B . Com., Gujarat , November , 1981) 


Ans. 


To Material— 


To Materials- 
stores 
To Wages 
„ Accrued 
Wages 

To Direct 
Expenses 
Accrued 
Expenses 


Contract A/c. (No. 444) 



Rs. 


Rs. 

Bought 

60,000 

By Profit & Loss 

A/c—Loss of 

4,000 

-from 

10,000 

materials by the fire 

By the Sale of Materials 
(at Cost) 

3,000 

29,000 

(see note) 

By Materials at site 

6,000 


1,500 

30 500 

By Sale of Scrap 

By Cost of Contract 
c/d 

2,000 

14,000 

2,500 

JU, JW 

1,29,000 


16,500 
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To Deprecia¬ 
tion on 

Plant 12,000 

(see Note 

below) 

To Established 

charges 1 5,000 

1,44,000 1,44,000 


To Cost of By Contractee's a/c 

Contract —Value of work 

b/d 1,29,000 certified 


To Notional Profit 

54,000 

1,40,000 = 

1,75,000 



By Cost of work 
uncertified 

8,000 


1,83,000 


1,83,000 

To Profit and Loss 
a/c —Profit taken 

28,800 

By Notional Profit 

54,000 


(see note below) 

To profit in Suspense 
c/d 25,200 

54,000 54,000 


Note:—1. Profit taken to Profit and Loss A/c. 

2 ... . « _ Cash received 


-- xNotional Profit x 


Value of work certified 


-j-x54.OOOX-Wji222._Rs. 28,800. 

2. Profit of Rs. 1,000 on sale of materials is to be transferred 
to Profit and Loss a/c. as follows:— 

Cash a/c. Dr. 4,000 


To Contract a/c 
To Profit and Loss a/c 


3,000* 


(Profit on sale of 
materials) 


1,000 
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3. 


Plant account 


Rs. 


Rs. 


To Cash or Bank 


50,000 


By Profit and loss 
a/c— Destroyed 
by fire 

„ Cash—Sale of 
Plant 

,, Profit and Loss 
a/c— Loss on Sale 
of Plant 
„ Contract a/c 
Depreciation 
„ Balance c/d 
(W.D.V.) 


50,000 


3,000 

6,000 

1,000 
12,000 
28,000 
50,000 


r* 21 Build-well Construction Ltd. undertook the contracts on 
1 st Jan 1981. On 31 December 1981, their final accounts were made 
un, the position was as follows:— 

up ’ F Contract No. 1 Contract No. 2 

Rs. Rs. 


2 , 00,000 

55,000 

30,000 

3,000 

7,000 

15,000 


1,50,000 

75,000 

50,000 

5,000 

10,000 

22,000 


1,20,000 


2,000 

1,50,000 


1,50,000 


Contract price 
Materials supplied 
Wages paid 
Direct expenses 

Overheads chargeable to contract 

Plant suppl i ed on 1.1 . 81 

Plant destroyed by fire on 3U.0.51 
(at cost) 

Work donefbut not certified (at cost) 10,000 
Materials lying unused at site on 

31.12.81 i,3v>u 

Cash received from contractee 96,000 

Other information: . . . . - rnnlrart 

1 A certificate of completion was obtained in respect of Contract 

No 2 on 30th September, 81. Of the balance of plant standing 
30 September, 81 half the value of plant was transferred to Co 
tract No. 1 and remaining half was returned to stores. Also 
materials costing Rs. 3,100 which was lying unused at site at the 

end of contract was transferred to stores. 

Provide depreciation on plant at 20% p.a. by straight me 

method. Prepare two Contract Accounts showing profit or loss 

on each contract for the year 1981 and the amount which you 
consider appropriate to be transferred to P & L Account oi 
1981 

(B . Com., Gujarat , April 1982 ) 


2 . 



236 


rathnam’s cost and management accounting 


No. 1. Contract Account No. 1 and No. 2 for the Year 
_ending 31.12.19*1 



Contract 
No. 1 

1 . 1.81 to 

31.12.81 
Rs. 

Contract 
No. 2 

1.1.81 to 

30.9.81 
Rs. 


Contract 
No. 1 

1 . 1.81 to 

31.12.81 
Rs 

Contract 
No. 2 

1.1.81 to 

30.9.81 
Rs. 

To materials 


By Materials 


supplied 

55,000 

75,000 

returned 



,, Wages paid 

30,000 

50,000 

to stores 

— 

3,100 

„ Direct 


» 

Materials 



expenses 

3,000 

5,000 

at site on 



,, Overheads 

7,000 

10,000 

3i.l2.81 

1,500 

— 

„ Depreciation 


>> 

Cost of 



Plant 20% 

3,500 

3,200 

Contract 



(see note 

1 below) 



C/d 

97,000 

1,40,100 


98,500 1,43,200_ 98,500 1,43,200 


To Cost of By Contractee’s 


contract b/d 

97,000 

1,40,100 

A/c—Value 

P & L A/c 



of work 

—Profit taken 



certified 1,20,000 1,50,000 

(see note 2) 

17,600 

9,900 

„ Cost of 



work not 

Profit in Sus¬ 
pense c/d 

15,400 

— 

certified 10,000 — 


1,30,000 1,50,000 

1,30,000 

1,50,000 

Note: Depreciation : 

Contract 


No. 1 

No. 2 


Rs. 

Rs. 

Plant supplied on 1.1.81 

Less: Plant destroyed on 

15,000 

22,000 

30.6.81 (at cost) 

- ~ 

2,000 


15,000 

20,000 

Half the value of plant was 
transferred to Contract 



No. 1 on 30.9.81 

(+) 10,000 (- 

-) 10,000 


25,000 

10,000 

Less: Remaining half 
transferred to stores 
on 30.9.81 

— 

10,000 

Total: 

25,000 

nil 
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Depreciation at 20 % 

1.1.81 to 30.6.81 


1.7.81 to 30.9.81 


1.9.81 to 31.12.81 


15,000X6X20 
12X100 
= 1,500 
15,000X3X20 
i 2 x 100 
= 750 

25,000X3X20 
12X100 
= 1,250 


22,000X6X20 
12X 100 

= 2,200 
20,000 X3X20 
12X100 
= 1,000 


nil 


Total Depreciation 3,500 3,200 


Note 2: Contract No. 1: As the value of work certified is 
Rs. 1,20,000, 60% of the contract price is completed. Hence the 
following formula is to be applied for the profit to be transferred to 
P & L A/c. 

2 . Cash Received _ 

— x Notional profit X Value Qf wofk certjfied 

■l-XSMDOX-i^-Es. 17,60° 


Notional Profit: Value of work certified 

Cost of contract 
Cost of work not 
certified 


97,600 

10,000 


Rs. 

1,20,000 


Cost of work certified 


87,000 


Notional Pjofit 


33,000 


Contract No. 2: As the work has been completed fully, the whole 
amount of profit of Rs. 9,900 is to be transferred to P & L A/c. 

O 22 Surat and Co. Contractors are engaged on a contract for 
Rs 10,50,000. Work commenced on 1st July 1980. The expenditure 
on the contract for one year is as follows: 


Materials issued to contract 
Plant installed at the site 
Wages paid 
Wages accrued 
Other expenses incurred 


Rs. 

1.78.500 

52.500 

2.76.500 

7,000 

17.500 
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Of the materials issued, materials costing Rs. 8,750 were lost in 
an accident. 

Cash received on contract up to 30th June, 1981 amounted to 
Rs. 4,48,000 being 80% of the work certified. Work uncertified 
amounted to Rs. 4,000. 

On 30th June 1981 the value of materials at the contract site is 
Rs. 7,200, charge depreciation at 10% on the plant. 

Prepare Contract A/c, and state what portion of the profit can 
be transferred to P <Sc L Account. Ascertain the value of work in 
progress. 

(B. Com.) Andhra , April 1982) 

Ans. (a) Contract A/c for the Year ending 30-6-81 



Rs. 


Rs. 

To Materials issued 

1,78,500 

By P 1- A/c— 


„ Wages paid 

2,76,500 

Materials lost in 


„ Wages accrued 

7,000 

an accident 

8,750 

,, Depreciation on 


By Materials at site 

7,200 

plant at 10% 

5,250 

By Cost of contract 


„ Other expenses 

17,500 

c/d 

4,68,800 


4,84,750 


4,84,750 

„ Cost of contract 


By Contractee’s A/c 


b/d 

4,68,800 

value of work 


„ P 8c L A/c Profit 


certified: 

5,60,000 

taken 

50,773 



,, Profit in suspense 
c/d 

44,427 

4,48,000 X — 




„ Cost of woric 




uncertified 

4,000 


5,64,000 


5,64,000 



Rs. 


(b) Cost of contract 


4,68,800 


Less: Cost of work uncertified 4,000 


Cost of work certified 

4,64,800 



Value of work certified 5,60,000 


Notional profit 


95,200 
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As the value of work certified is more than 50% of contract value, 
the following formula is used to ascertain profit that can be trans¬ 
ferred to P & L Account: 

~f- X Notional Profit x 

t x 95 ’ 200 x ^SS= rs - 50 ’ 773 

(c) Value of Work-in-Progress: 

Rs. 

•Contractee’s balance 5,60,000—4,48,000 =1,12,000 
Add : Cost of work uncertified 4,000 


Less: Profit in suspense 
Work-in-Progress 


1,16,0C0 

44,427 


71,573 


23. The following information is available from a contractor’s 
hooks as on 31-12-80: 


Work-in-progress 8,50,000 

Less: Advance received 5,50,000 3,00,000 


Material supplied direct to contracts 60,000 

Material supplied through stores 1,05,000 

Wages 85,000 

Expenses 15,000 

Management exps. (To P & L A/c 2,250) 12,250 

Plant given to contract 25,000 

Material returned to suppliers- 4,500 

Material returned to stores 5,500 

Completed contracts 2,25,000 

Work certified 1,50,000 

Profit on contracts 1,15,000 

Advance received during the year 4,00,000 


You are required to prepare contract account and contractee’s 
account. 


( B. Com., Andhra , April 81) 
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Ans. 

Rs. 


Rs. 

To Work-in-progress 


By Materials returned 


(opening balance) 

8,50,000 

to suppliers 

4,500 

„ Materials supplied 

f>0,000 

,, Materials returned 

„ Materials supplied 

1,05,000 

to stores 

5,500 

„ Wages 

85,000 

„ Cost of contract 

,, Expenses 
,, Depn. on plant at 
10% (assumed) 

15,000 

C/d 

11,17,500 

2,500 



,, Management exps. 




12,250—2,250= • 

10,000 




11,27,500 


11,27,500 

„ Cost of contract 

11,17,500 

By Contractee’s A/c— 


b/d 

completed contracts 

,, P & L A/c— profit 


and value of work 


on contract (as 


certified 

3,75,000 

given in the 


„ Cost of work not 

question) 

1,15,000 

certified (balancing 
figure) 

8,57,500 


12,32,500 


12,32,500 


Contractee's A/c for the Year ending 31-12-80 

1980 Rs. 1-1-80 

To Contract A/c By balance b/d 1980 

31-12-80 3,75,000 By Bank 

To Balance c/d 5,75,000 

9,50,000 9,50,000 

1-1-81 

By Balance b/d 

Note: WIP as on 31-12-80 (to be shown in B/S 
on Assets side) 

Cost of work not certified: 

Less: Advance received 


5,75,000 

8,57,500 

5,75,000 


Rs t 

5,50,000 

4,00,000 


2,82,500 
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n 24 Utkal Construction Limited took a contract in 1982 for 
roa?construct k>nT^he contract price was Rs. 10,00,000 and its esti¬ 
mated cost of completion would be Rs. 9,20,000. At the end of 198 > 
the Company has received Rs. 3,60,000 representing 90 per cen 
work certified. Work not yet certified had cost Rs. 10,000. 

Expenditure incurred on the contract during 1982 was as follows. 
Materials Rs. 50,000; Labour Rs. 3,00,000; Plant Rs. 20,000 

Materials costing Rs. 5,000 were damaged and had to be disposed 
of for Rs. 1,000. Plant is considered as having depreciated by 25 per 


Prepare Contract Account for 1982 in the books of Utkal Con¬ 
struction Limited. Also show all possible figures that can be reasona¬ 
bly credited to Profit and Loss Account in respect of the contract. 

[B. Com., (Hons.), Delhi, 1983] 


In the Books of Utkal Construction Ltd. 
Contract A/c for 1982 



Rs. 

Rs. 

To Materials 

Less: Materials 
Damaged 

50,000 

5,000 

By Cost of Contract 

c/d 3,50,000 

„ Materials consumed 
„ Labour 

„ Depreciation plant 
25% of 20,000 = 

45,000 

3,00,000 

5,000 



3,50,000 

3,50,000 

To Cost of Contract 
b/d 

„ Notional Profit 

3,50,000 

60,000 

By Contractee’s a/c 

Value of work 
certified 

3,60,000X100 4)00000 

,, Cost of work not 
certified 10,000 


4,10,000 

4,10,000 

To P & L a/c— 

Profit taken 
(See note) 

„ Profit in Suspense 

18,000 

42,000 

By Notional Profit b/d (0,000 
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Note: As the value of work certified is Rs. 4,00,000 which is 
40 % of Contract Price, the following formula is applied 
for the Profit to be transferred to P & L a/c: 

~ X Notional Profit x _Cashreceived 


Value of work certified 


Q. 25. A firm of building contractors began to trade on 1-1-1981. 
'The following was the expenditure on a contract for Rs. 6,00,000: 


Rs. 

Material issued from stores 1,50,000 

Material purchased for the contract 40,000 

Plant installed at cost 70,000 

Wages paid 2,40,000 

Direct expenses paid 22,000 

Establishment expenses 10,000 

Direct expenses accrued due on 31-12-1981 3,000 

Wages accrued due on 31-12-1981 40,000 

4 


Of the plant and materials charged to the contract, plant which 
cost Rs.JjQ0Q._and materials costing Rs. 4,000 were lost. Certain of 
the materials costing Rs. 2,500 were sold at a profit of ’Rs. 500. On 
31st December 1981 plant which cost Rs. 2J) QQ was returned to 
stores and plant which cost Rs. 3,000 was transferred to some other 
contract. ' * 

The work certified was Rs. 4,80,000 and 80% of the same was 
received in cash. The cost of work done but uncertified was 
Rs. 3,000. Charge depreciation on plant at 10% p.a. You are requir¬ 
ed to prepare the contract account for the year ended 31st Dec.ember 
1981, by transferring to the profit or loss account the portion of 
profit if any which you consider reasonable. 

Also prepare the contractee’s account, work-in-progress account 
and the balance sheet in the books of the contractor. 


( B . Com.y Punjab University, April 1982) 
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A ns. 


Contract A/c for the Year ended 31-12-81 


To Materials issued from 
Stores 

Add: Materials purchased 


Rs. 

By cost of 

1,50,000 contract c/d 
40,000 


Less: Materials lost 

Less: Materials sold 
(at cost) 


1,90,000 

4,000 


1,86,000 

2,500 


Materials consumed for 

the Contract. 1,83,500 

To Wages 2,40,000 

Add: Accrued 

wages 40,000 

- 2,80,000 

„ Direct Exp. 22,000 

Add: accrued 3,000 

- 25,000 

,, Depreciation on 
plant (70,000— 

5,000 lost) X 10%= 6,500 

„ Estt. Exp. 10,000 

5,05,000 


To Cost of contract b/d 



5,05,000 By Contractee’s 
. Value of work 
• certified 
„ Cost of work 
not certified 
,, P & L a/c— 

Loss on Contract 


Rs. 

5,05,000 


5,05,000 

4,80,000 

3,000 

22,000 
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Contractee’s A/c 

Rs. 

To Contract a/c 4,80,000 By Bank 80% of 

4,80,000 = 
31-12-81 by 
Balance c/d 

4,80,000 

1-1-82 To Balance 96,000 

Work-in-progress: r s 

Cost of work not certified 3,000 
Add: Contractee’s balance 96,000 


Rs. 

3,84,000 

96,000 

4,80,000 


99,000 


__(Bala nce Sheet as o n 31-12 -81 Extract)_ 

Liabilities _Rs._Assets 

Accrued Wages 40,000 Plant 70,000 

Direct Exp. accrued 3,000 Less : Lost 5,000 f 


65,000 

Less: Depre¬ 
ciation 10% 6,500 


58,500 

Less: return¬ 
ed to stores 2,000 


56,500 

Less: sent to 

other contract 3,000 

Plant with other contract 
Plant in stores i 

Work-in-progress 
P & L a/c.:— (Loss) 

Loss on the 

contract 22,000 

Loss of plant 5,000 
Loss of materials 4,000 


53,500 

3,000 

2,000 

99,000 


i 


31,000 

Less: Profit on 
Sales of materials 5C0 


Note: The work certified was Rs. 4,80,000 which is 80% of the 
Contract value. As the Contract incurs loss, it is prudent 
to transfer the whole amount of loss to P & L a/c. 
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Q. 26. The following is the Trial Balance of Cosmos Construc¬ 
tion Limited, engaged in the execution of Contract No. 303, for 
the year ended 31st December 1981 : 



Rs. 

Rs. 



_ — 

Contractee’s Account— 

75% of work certified 


3,60,000 

Accumulated Depreciation Account 


50,000 

Creditors 


12,000 

Buildings 

2 ,00,000 


Bank Balance 

45,000 


Share Capital 

Materials 

2 ,00,000 

5,00,000 

Wages 

1,80,000 


Expenses 

47,000 


Plant 

2,50,000 



9,22,000 

9,22,000 

The work on Contract No. 303 

was commenced 

on January 


1981. 

Materials costing Rs. 1,70,000 were sent to the site of contract 
but those costing Rs. 6,000 were destroyed in accident. Plant costing 
Rs. 50,000 was used on the contract all through the year. Plant 
with a cost of Rs. 2 lakhs used from 1st January to 30th September 
1981 and was returned to the stores. 

The contract was for Rs. 6,00,000 and the contractee for 75% 
of the work certified. The cost of work uncertified estimated to be 
Rs. 15,000 on 31st December 1981, on which date materials costing 
Rs. 4,000 were at the site of the contract. 

Expenses are charged to the contract at 25% of wages. Plant is 
to be depreciated at 10% according to the straight line method for 
the entire year. 

Prepare Contract No. 303 Account for the year 1981 and make 
out the Balance Sheet of Cosmos Construction Limited as on 31st 
December 1981. 


[B. Com. (Hons.), Delhi, 1982 J 
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Ans. Contract A/c No. 303 


Rs. Rs 


By Cost of Contract c/d 4,05,000 

1,70,000 

6,000 

1,64,000 

4,000 

1,60,000 

1,80,000 

45,000 


5,000 

15,000 _ 

4,05,000 4,05,000 


To Cost of contract 

b/d 4,05,000 

” Notional profit c/d 90,000 


4,95,000 

To P & L a/c— 

Profit taken 45,000 
(see note) 

** Profit in suspense 45,000 

90,000 


By Contractee’s a/c— 

Value of work 
certified 

3,60,000 x = 4,80,000 

” Cost of work 

uncert ified 15,000 

4,95,000 

By Notional profit 
b/d 90,000 


90,000 


To Materials sent to 
site 

Less : Materials 
destroyed 

Less: Materials at 
site on 31-12-81 

Materials consumed 
To wages 

” Expenses 25% of 
wages 

” Depreciation on 
Plant: 

10% on 50,000 for 
one year 

10% on 2,00,000 for 
9 months 
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Note: As the value of work certified is Rs. 4,80,000 which is 
80% of contract amount, the following formula is app ie 
for the profit to be transferred to P & L a/c. 

2 ^ w Ca sh received 

-y X Notional profit x Value of work certified 

T* 90, oo ox i»$r -Rs ' 45 .'0°o 


Balance Sheet of Cosmos Construction Ltd. as on 31-12-81 


Liabilities 


Rs. Assets 

Rs. 

Share Capital 


5,00,000 Plant 

2,50,000 

P & L a/c 

45,000 

Buildings 

2 ,00,000 

Less : Materi¬ 


Materials 2,00,000— 


als destroyed 

6,000 

1,70,000 = 

30,000 



Materials at site 

4,000 


39,000 

Work-in-Progress 


Less : Depre- 


(see note) 

90,000 

ciation not 


Bank balance 

45,000 

charged to 




contract 10% 

on 



2 ,00,000 for 




3 months 

5,000 




34,000 



Less : Under- 




absorption of 




exp. 47,000— 




45,000= 

2,000 




32,000 


Accumulated Depre¬ 
ciation a/c 
50,000+20,000+ 


5,000= 75,000 

Secured Loans Nil 

Unsecured Loans Nil 

Creditors 12,000 


6 , 19,000 


6 , 19,000 
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Note : Value of work-in-progress : 

Rs. 

Cost of work not certified 

15,000 

Add : Contractee’s balance 

4,80,000—3,60,000 

1,20,000 

Less : Profit in suspense 

1,35,000 

45,000 

Value of W.l.P. 

90,000 


Q. 27. Mr. Ravi Kumar undertook a contract for Rs. 15,00,000 
on an arrangement that 80% of the value of the work done as certi¬ 
fied by the architect of the cont^^ should be paid immediately 
and the remaining 20% be retained until the contract was completed. 

In 1979 the amounts expended were: 


Rs. 

Materials 1,80,000 

Wages 1,70,000 

Carriage 6,000 

Cartage 1,000 

Sundry expenses 3,000 


The work was certified for Rs. 3,75,000 and 80% of this was paid 
as agreed. 

In 1980 the amounts expended were: 


Rs. 

Materials 2,20,000 

Wages 2,30,000 

Carriage 23,000 

Cartage 2,000 

Sundry expenses 4,000 


Three-fourths of the contract was certified as done by 31st 
December and 80% of this was received accordingly. The cost of 
uncertified work was ascertained at Rs. 20,000. 

In 1981 the amount expended were: 


Rs. 

Materials 1,26,000 

Wages 1,70,000 

Cartage 6,000 

Sundry expenses 3,000 


On 30th June 1981 the whole contract was completed. 

Prepare Contract Account and Contractee Account in the books 
of Contractor. 


( B . Com., Osmania ) 
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Ans. Contract A/c- for 1979 



Rs. 


Rs. 

To Materials 
„ Wages 
„ Carriage 
„ Cartage 
„ Sundry exp. 

1,80,000 

1,70,000 

6,000 

1,000 

3,000 



Cost of contract 

To Notional profit 

3,60,000 

15,000 

By Contractee a/c. 
Value of work 
certified. 

3,75,000 


3,75,000 


3,75,000 

To P & L a/c.—Profit 
taken (see note below) 
,, Profit in suspense 

Nil 

15,000 

By Notional profit 

15,000 


15,000 


15,000 


Note: 25% of contract only is completed. Hence it is not prudent 
to take any profit to P & L a/c. 

Contract Account for 1980 

Rs. Rs. 


To Materials 

„ Wages 
„ Carriage 
„ Cartage 
3) Sundry expenses 


2,20,000 

2,30,000 

23,000 

2,000 

4,000 


By Profit in Suspense 

b/d. 15,000 

,, Cost of contract 4,64,000 


4,79,000 


4,79,000 
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„ Cost of contract 4,64,000 By Contractee a/c. 7,50,000 

» Notional Profit 3,06,000 —Value of work 

certified. 

3/4 of 15,00,000= 
11,25,000— 

3,75,000= 

„ Cost of work not 

certified. 20,000 


7,70,000 7,70,000 

To P & L a/c. Profit 1,63,200 By Notional profit 3,06,000 

taken (see note below) 

„ Profit in suspense 1,42,^00 


3,06,000 


3,06,000 


Note: Three-fourths of contract was completed. Hence the follow¬ 
ing formula is applied for transferring profit to P & L a/c. 


-j x Notional Profit X 
T X 3,06,000 X= 


Cash received 


Value of work certified 
= Rs. 1,63,200. 


Contract A/c. for 1981 
Rs. 


Rs. 


To Cost of work not By profit in suspense 1,42,800 


certified 

20,000 


„ Materials 

1,26,000 

„ Contractee a/c. 

„ Wages 

1,70,000 

—Value of work 

„ Cartage 

6,000 

certified » 

„ Sundry Exp. 

3,000 

1 /4th of 15,00,000=3,75,000 

„ P & L a/c.—Profit 
(see note below) 

1,92,800 



5,17,800 

5,17,800 


Note: The whole contract was completed on 30-6-1981 and hence 
the total amount of Rs. 1,92,800 has been transferred to 
P & L a/c. 
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Contractee Account 



Rs. 


Rs. 

31-12-79 To Contract a/c. 

3,75,000 

31-12-79 By Bank 

80% 

„ „ Balance 

c/d. 

3,00,000 

75,000 


3,75,000 


3,75,000 

1-1-80 To Balance b/d. 

75,000 

31-12-80 By Bank 
80% 

6,00,000 

31-12-80 „ Contract a/c. 

7,50,000 

„ „ Balance 

c/d. 

2,25,000 


8,25,000 


8,25,000 

1-1-81 To Balance b/d- 
30-6-81 „ Contract a/c. 

2,25,000 

3,75,000 

30-6-81 By Bank 

6,00,000 


6,00,000 


6,00,000 
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Process Costing 


n 

O 



.. * The fin ‘ sh « d Product of a factory has to pass through 

"° rn ? al waslgge of each process is 
zA'2 -’.u ® and ,0 % in C. The percentage of waste is com- 

putedon the number of units entering each pr'ocess. 

• . » 

The strap values of wastage of Processes A, B and C are Rs. 10, 
Rs. 40 and Rs. 20 per 100 units respectively. 


Ttie output of each process is transferred to the next process and 
the finished products are transferred from process C into stock. The 
following further information is obtained: 



Process 

Process 

Process 


A 

B 

C 


Rs. 

Rs. 

Rs. 

Materials consumed 

12,000 

4,000 

4,000 

Direct labour 

8,000 

6,000 

6,000 

Manufacturing expenses 

2,000 

4,000 

2,000 


20,000 units were put into process A at a cost of Rs. 16,000. The 
output of each process has been A—19,600 units, B—18,400 units 
and C—16,700 units. * 

There was no stock of work-in-progress in any process. 

Prepare the Process Accounts. 


[B.Com. (Hons.), Delhi , 1987\ 
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PROCESS COSTING 


A product of a factory passes through three Possess. 
From the following particulars, find out the process 
the month ending on 31st December 1985. 

Process I Process II Process III 


■Material . 
Labour 

Direct Expenses 


7,000 3,500 2,000 

5,000 4,000 2,500 

1,500 780 1,100 


Units produced 1,000 units 

Indirect Expenses of the factory are Rs. 4,600. 

\B.Com. (Final), Ravi Shankar University , 1987 Supple. J 


Ans. 

Working Notes. 

Labour Cost=5,000+4,000+2,500 = Rs. 11,500 

Indirect Exp. of Factory Rs. 4,600 

Overhead incurred _^ 

Overhead recovery rate — Ba$is l e ^ Labour Cost in this Case 

_ ~ n ^°* 100 =40% _ 

Statement, of Process-Wise Cost (Rs.) 

UnitJ produced 1,000 Units 

Process 



I 

II 

III 

Material 

7,000 

3,500 

2,000 

Labour 

5,000 

4,000 

2,500 

Direct Exp. 

1,500 

780 

1,100 

Prime Cost 

13,500 

8,280 

5,600 

Indirect Exp. of factory at 
40% of labour cost 

2,000 

1,600 

1,000 

Factory Cost 

15,500 

9,880 

6,600 

Cost of previous Process 

— 

15,500 

25,380 

Cost of Production 

15,500 

25,380 31,9804-1000= 


Rs. 31.98 Cost per Unit Produced. 

Q. 3. Progressive Ltd. produces a patent material used in build¬ 
ing in the manufacture of which three processes are involved. The 
material is produced in three consecutive grades, namely soft, 
medium and hard. Figures relating to production for the first six 
months 1985 are as follows: 
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Tonnes Rate Amount Tonnes Rate Amount 

(Rs.) (Rs) 

To Process Y 90 461.167 41,505 By Weight Loss 
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Process B—5%-of the units introduced 
Wastage of process A was sold at 50 paise per unit. 

Wastage of process B was sold at Re. 1 per unit. 

10,000 units were issued to process A at a cost of Rs. 2 per unit. 
The other expenses were as follows: ' 



Sundry Materials 2,000 3,000 

Wages 10,000 16,000 

Manufacturing Expenses 2,100 2,375 
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0.6. A particular brand of phenyle through passed three impor¬ 
tant^ rocesses. During the week ended 15 January 
of Bottles are produced. The cost book shows the following infor 


mation: 




Materials 

4,000 

2,000 

1,500 

Labour 

3,000 

2,500 

2,300 

Direct Expenses 

600 

200 

500 

Cost of bottles 

Nil 

2,030 

Nil 

Cost of corks 

Nil 

Nil 

325 


The Indirect expenses of the period were Rs. 1,600. The by¬ 
products were sold for Rs. 240 (process 2). The residue sola 
Rs. 125.50 (process 3), '• 

Prepare the accounts in respect of each process showing its cost. 

[B.Com ., (Final) Ravi Shankar University , 1985 ] 


Ans. 

Working Notes: 

Labour 3,000+2,500 + 2,300=Rs. 7,800 
Apportionment of Indirect exp. on the basis of labour: 

Process 1. 7 J &CK3” X = 

-Hr * 1 - 600 " 5,5 

.. 3 - W * 1 '® 0 " 

1,600 



Process 1 A/c 

Rs. 

Rs. 

To Materials 

4,000 

By Cost of output 


„ Labour 

3,000 

to Process 2 

8,215 

„ Direct Exp. 

600 



„ Indirect exp. 

615 




8,215 


8,215 


8,215 
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N 


Process 2 A/c 

To Cost of output 
from Process 1 
„ Materials 
„ Labour 
» Direct Exp. 

„ Cost of Bottles 
„ Indirect exp. 

Rs. 

8,215 

2,000 

2,500 

200 

2,030 

513 

By By-Products sold 
„ Cost of output to 
Process 3 

Rs. 

240 

15,218 


15,458 


15,458 


To Cost of output 
from Process 2 
» Materials 
„ Labour 
„ Direct exp. 

„ Cost of corks 
Indirect exp. 


Process 3 A/c 


Rs. 


Rs. 

15,218 

By Residue sold 

125.50 

„ Cost of output 

1,500 

(600 gross of 


2,300 

500 

.325 

472 

bottles) 

20,189.50 

20,315 


20,315.00 


Cost of output of 600 gross of bottles=Rs. 20,189.50 


Q.. 7. A product passes through three processes for completion. 
During a month 1,000 units of raw material valued at Rs. 20,000- 
were put into first process. Other information regarding tne manu¬ 
facture is as under: 


a 

I 

Rs. 

Process 

II 

Rs. 

III 

Rs. 

Sundry material 

2,000 

1,600 

1,200 

Direct Labour 

1,000 

8,000 

10,000 

Direct Expenses 

400 

400 

800 

Cost of Boxes 

— 

8,210 

— 

Cost of Picking 

— 

— 

1,744 

Normal wastage (%) 

5% 

10% 

5% 

Actual output (in Units) 

900 

800 

670 

Sale of wastage per ufiit 

4' 

8 

10 

Prepare process accounts and ascertain the cost of the Product at 


the end. 

( M.Com.y Andhra , 1984) 


Units Rate Amount Units Rate Amount 

(Rs.) (Rs.) 

To Raw Material 1,000 20 20,000 By Normal wastage 

„ Sundry Material 2,000 5% of l ,000= 50 4 200 

„ Direct Labour 1,000 „ Normal Loss 50 24.421 .1,221 
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Sundry Stores 2,200 

Repairs to Machinery 363 

Steam 495 

Factory expenses 726 

3,200 2,18,680 3 200 2,18,680 
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O. 17. A product passes through 3 distinct processes to com¬ 
pletion during January 1986, 500 units were produced, inc cosi 
books show the following information: 


Particulars 

A 

Rs. 

B 

Rs. 

C 

Rs. 

Materials 

3,000 

1,500 

1,000 

Labour 

2,500 

2,000 

1,500 

Direct expenses 

500 

2,160 

905 


The indirect expenses for the period were Rs. 1,400. The by¬ 
products of process B were sold for Rs. 145. Residue of process 

were sold for Rs. 166. Prepare the Process Accounts showing the 

cost of each process and the cost of production of the finished P . 
duct per unit (B.Com., Andhra , 1986) 


Ans. 


Working Notes: 

Labour=2,500 + 2,000 +1,500=Rs. 6,000 


Indirect exp. = Rs. 1,400 

Apportionment of Indirect exp. on the basis of labour Cost: 


Process A 


*> 


B 




c 


1,400 x 


2,500 


583 

6,000 



2,000 

a 

467 

6,000 



1,500 

—. 

350 

6,000 


1,400 


Solution: 


To Materials 
„ Labour 
„ Direct exp. 

„ Indirect exp. 


Process A 

Rs. Rs. 

3,0C0 By Output tr. to B 6,583 

2,500 
500 
583 


6,583 


6,583 
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Process B 

Rs. 

Rs. 

To output from A 
„ Materials 
„ Labour 
„ Direct exp. 

„ Indirect exp. 

6,583 

1,500 

2,000 

2,160 

467 

By By-Products 
„ Output to C 

145 

12,565 


12,710 


12,710 


Process C 

Rs. 

Rs. 

To Output from B 
„ Materials 
„ Labour 
„ Direct exp. 

„ Indirect exp. 

12,565 

1,000 

1,500 

905 

350 

By Residue 
„ Finished Stock 

166 

16,154 


16,320 


16,320 


Cost of Production of finished 


Product per Unit 


_16,154_ 
500 Units 


= Rs. 32,308 

Q,. 18. In a factory, a product passes through two Processes, A 
and B. During the month of March 1984, certain number of units 
costing Rs. 10 per unit were introduced in process A. The Other 
costs were Rs. 2,850. 855 units were completed and transferred to 
proce>s B at the end of the month and nothing was in progress. 
Assuming that a normal loss of 10% of input is allowed in process 
A and realise Rs. 4 per unit: and assuming that there was no abnor¬ 
mal loss or gain in the process. 


(i) state the number of units introduced in the beginning of the 
process, and 

(ii) complete Process Account A. 

[ B.Com ., (Pass) Delhi , i985] 

Ads. 


(i) Number of units introduced assumed as 100 
Normal Loss 10% of input i.e., 10 

Output 90 

Output 90 Input 100 

Output 855 ? 


855 


x 100 


90 


= 950 units introduced. 
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Q,. 19. Calculate the cost of each process and total cost of pro¬ 
duction from the data given below: 



Process X 
Rs. 

Process Y 
Rs. 

Process Z 
Rs. 

Materials 

2,250 

750 

300 

Labour 

Direct Expenses: 

1,200 

3,000 

900 

Fuel 

300 

200 

400 

Carriage 

200 

300 

100 

Works Overheads 

1,890 

2,580 

1,875 


The indirect expenses 
basis of wages. 

Ans. 

Rs. 1,275 should be apportioned on the 
[B.Com. ( Pass ), Delhi , 1984] 

Process X A/c 

Rs Rs. 

To Materials 

2 ; 250 

By Process Y a/c 6,140 

„ Labour 

1,200 

,, Direct exp. Fuel 

300 


„ Carriage 

200 


„ Works Overheads 

1,890 


„ Indirect exp. 

25% of labour (see 
note below) 

300 



6,140 

6,140 

Note: Apportionment of Indirect 

1,275 

CXp< Labour Rs. 5,100 


X100 

= 25% of Labour. 


Process Y A/c 

Rs. Rs. 


To Process X a/c 

6,140 By Process Z a/c 

13,720 

,, Materials 

750 


„ Labour 

3,000 


„ Direct exp. Fuel 

200 


Carriage 

300 


„ Works overhead 

2,580 


„ Indirect exp. 25% of 
Labour 

750 



13,720 

13,720 
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Process 

Rs. 

To Process Y a/c 

13,720 

„ Materials 

300 

„ Labour 

900 

„ Direct exp : Fuel 

400 

Carriage 

100 

„ Works overhead 
„ Indirect exp. 25% of 

1,875 

labour 

225 


Rs. 


By Finished Stock 

a/c 17,520 


17,520 


17,520 


Q,. 20. ABC is an industrial lubricant which is formed by 
subjecting certain crude chemicals to two successive processes. The 
output of process I is passed to Process II where it is blended with 
other chemicals. The process cost for the period were as follows: 

Process I: 

Material : 3,COO Kg @ Rs. 0.25 per Kg. 

Labour : Rs. 120 

Process plant time : 12 hours @ Rs. 20 per hour. 

Process II: 

Material : 2,000 Kg @ Rs. 40 per Kg. . 

Labour : Rs. 84. 

Process plant time : 20 hours @ Rs. 13.50 per hour. 

General overhead for the period amounted to Rs. 357 and is. 
absorbed into process cost on a process labour bassis. 

The normal output of process I is 80% of input a,nd of Process II 
90% of input. Waste matter from Process I was sold for Re. 0.20 
per Kg. and that from Process II for Re. 0.30 per Kg. 

The output was as follows: 

Process I—2,300 Kg. 

Process II—4,000 Kg. 

There was no stock or work-in-progress either at the beginning 
or at ti e end of the period and it may be assumed that all available 
waste matter had been sold at prices indicated. You are required to 
show how the foregoing data would be recorded in a system of cost 
accounts. (Af.Owi., Andhra , 1986 ) 

Ans. Working Notes: 

Apportionment of General Overhead: 

Labour 120+84=Rs. 204 

Overhead absorption rate=-^^^P^-'x 100=-|^|-x 100= 17.5% 

i.e., 1.75 times of labour cost. 

Process I 120x1.75 = 210 

„ II 84X1.75 = 147 


General Overhead 


357 



Solution: 
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Q. 23. The Product of a factory pisses through three distinct Processes, A, B and C. The normal loss of 
each Process is 2% in A, 5% in B, and 10% in C. The percentage of loss is computed on the number of 
units entering each Process. The scrap value of the loss of Processes A, B & C is Rs. 10, Rs. 40 and Rs. 20 per 
100 units respectively. 

The output of each process is transferred to the next process and the finished products are transferred 
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Labour 8,000 „ Output transferred 

Overheads 2,000 to Process B 19,600 1.937 37,960 
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20,000 units have been issued to process A at a cost of Rs. 10,000. The output of each process has been as 
under (units); Process A : l 4 ),500; Process B : 18,800; Process C: 16,000. There is no work in-progress in 
any process. Prepare Process Accounts. Calculations should be made to the nearest rupee. 

(B.Com.y Andhra , 1982) 
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Q 25. A product passes through two distinct stages X and Y and thereafter it is transferred to finished 
stock. The output of X passes to Y and that of Y to finished product. From the following particulars you 
are asked to prepare process accounts. 
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Q. 26. In a factory the product passes through two processes, A and B. A loss of 5% is allowed in 
Process A and 2/ in Process B, nothing being realised by disposal of the wastage. 

During April 1982, 10,000 units of material costing Rs. 6 per unit were introduced in Process A. The 
other costs were as follows: 
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Q,. 29. A product passes through three processes to completion. The following information is obtained 
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You are required to prepare the necessary process 
abnormal gain account. 
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a/c by debiting Normal Loss a/c. Hence the excess has been adjusted to Abnormal Gain a/c. 
Similar is the case for Process-Ill also. 


312 


rathnam’s cost and management accounting 



G 

l A 


4> 

1*2 


• 42 

Bo 


O 

< 


o . 

t/i 


O «/■> 

— — r- 


m vo 


O r-. r- 

rr cs vo 


c « 

1-S 

•3 “ 

£ cvs 52 

ogQ 

J §-g 

: : 


r-~ 

o 


r*-> 


tJ- u-> vo 


O 


^ ^ n 


n n n 




s 


vo 


c/> </> 

£ * * 

e3 « «• 
42 42 

*3 '3 ’3 

3 3 3 

O O 
r- vo 


• c/» 
«-* • ~ 


o r- 
0^00 


m 

cs 


I 


a 


VI V) V) 
W (O V) 

o o> o 
u o o 

2 2 2 

cueueu 

j® s s 


£ 


II II II 


o O o 

S £ s 


2 s 


. I 
O o 

w ^ E; 
O o\ °° 


1/5 «/i 

V) tf) V) 

8 8 8 


“S POP 


a, a- a, 


o 

cl 


Total: 190 units 890 (i.e., 775+115). 
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ft. 30. Prepare Process Accounts from the following data showing cost of each process and total cost of 
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Q.. 31. From the following details, prepare a statement of equivalent production, statement of cost and 
find the value of: 

(a) Output transferred 

(b) Closing work in progress: 
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Q, 33. The following data are available in respect of process No. 1 for February 1981. 
Opening stock of work in progress 800 units at Rs. 4,000. 

Degree of completion Materials 100%, Labour 60%, Overheads 60%. 

Input of materials 9,200 units at Rs. 36,800. 
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(a) Statement of Equivalent Production 
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FIFO Method: 

(c) Cost of Abnormal Loss: 

Materials 400x4 

Labour 320x2 
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Note: Process I A/c (for February 1981) 
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Number of good units completed 
Work-in-Process: 

75% Complete in Materials 
50% Complete in Labour 
25% Complete in Overheads 




Processing costs were incurred as follows: 
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Materials 180x11.5833 = 2.085.00 

Labour 120 x 4.4228 = 530.74 
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Q,. 35. Product ‘ZM’ passes through three processes before it is completed and transferred to finished 
stock. There were no stock in hand at December 1 and no work-in-progress at December 1. The following 
data were available in processes A, B and C for the month of December 1982: 

Details A B C 
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90,000 56,035 33,965 




Finished Stock A/c 
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Costs incurred: 

Cost of 4,000 Units 1,16,000 

Add: Direct Materials 28,800 
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8 

Operating Costing 


Q. l. A metal processing company is currently having certain 
difficulties in transporting a particular type of ore from of its mines. 
The mine is situated at a distance of 40 kilometres from the factory. 
The ore can be transported only by road. The quantity of ore 
required per month is 18,000 tonnes. The company can make use of 
the services of local transport agencies or can use its own transport 
for the purpose. The offers made by two local transport agencies are 
Rs. 24.00 and Rs. 24.50 per tonne of ore to be transported. If the 
company uses its own transport, it will have to buy either 12-tonner 
trucks or 10-tonner trucks. Sufficient number of trucks will have 
to be purchased to meet its requirements. The costs to be incurred 
if the company uses its own trucks are: 

12-tonner 10-tonncr 


Purchase price per Truck (Rs. 

Estimated useful service life 

Salvage value per Truck (Rs.) 

Repairs and maintenance cost 
per Truck month (Rs.) 

Vehicle and Road Tax per Truck 
per annum (Rs.) 

Kilometres run per litre of fuel 
oil 

Additional information 
(a) 


3 lakhs 
6 years 
30,000 

2,400 

3,000 

2.4 


2.4 lakhs 
6 years 
18,000 

2,0C0 

2,400 


3.2 


(b) 

(c) 

(d) 

(e) 


is @ 


Cost of fuel oil per litre—Rs. 4.80 ' 

Interest on money borrowed to purchase the truck 

15% per annum. . , , » 

Each truck can make 4 round trips (i.e , up and down) 
each day and can run 25 days in a month on an average. 
Each truck driver will have to be paid (o' Rs. 500 per 
month. Two extra drivers will have to be kept for the 
entire fleet and they will be paid at the usual rate. 

A transport Supervisor will have to be appointed at a 
monthly salary of Rs. 1,500. 

Advice the management of the company as to which alternative 

it should accept. ^ Co m. 1985 ) 
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Ans. 


Comparative Stt. of Operating Cost of Transportation 


Particulars 
Total No. of trips 

Tonnes carried 


Proposals (own transport) 
12 -tonner 10-tonner 


Basis of Proposals Kpwi 

apportionment _ 1 2-tonner 

25 day X 4 round 10° 

trips 

100 X 12 = 1> 200 


1,000 


Qty. to be transported 
in a month (tonnes) 

No. of trucks required ! 8,000--1,200 = 

No. of km. run 100 trips x 40 km. x 2 =• 

Operating Costs per month : 


1. Depreciation 


3,00,000-30,000 w J_ 
6 12 


18,000 18,000 
15 18 

8,000 8,000 



— 3,750x15 “ 

56,250 

55,500 

2. Repairs & 

• 

Maintenance 

3. Fuel Oil 

2,400X15 = 

-X4.80X 15= 

2.40 

36,000 

2,40,000 

36,000 

2,16,000 

4. Interest on 

money borrowed 

3 Lakhs X15 1 , 15 

- 45,00,000 X 12 A 100 

= 56,250 

54,000 

5. Vehicles and 

Road Tax 

-^^.=250X15 

= 3,750 

3,600 

6. Salaries: 

a. Drivers 

500X15 = 

7,500 

9,000 

b. Extra-Drivers 

c. Supervisor 

500X2 = 

1,000 

1,500 

1,000 

1,500 

Total Operating Costs per month 

4,02,250 

3,76,600 

Cost per tonne 

402,250-r 18,000 = 

22.35 

20.92 


Advice to Management: Rs. per tonne 

Outside quotations 1. 24.C0 

2. 24.50 

Own transport 12-tonner 22.35 

” 10-tonner , 20.92 


Own transport by 10-tonner is the cheapest alternative and it 
should be accepted. 
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Q. 2. General Transport Company supplies the following details 
in respect of a truck of 5-ton capacity :— 

Cost of truck 


Estimated life 
Scrap value 
Diesel, oil, grease etc. 

Repairs and maintenance 
Driver’s wages 
Cleaner’s wages 
Insurance 
Tax 

General supervision charges 
(relating to this truck) 

This truck carries goods to and from the city covering a distance 
of 80 kilometres each way. On outward trip freight is available to 
the extent of full capacity and on return trip 50% of capacity. Daily 
only one round trip is possible. 

The truck runs on an average 25 days in a month. 

Work out operating cost per ton-kilometre. 

(B.Com.y Gujarat , Nov. 1981 ) 


Rs. 1,00,000 

10 years 

10 % 

Rs. 20 per trip each way 
Rs. 500 per month 
Rs. 600 per month 
Rs. 400 per month 
Rs. 4,800 per year 
Rs. 2,400 per year 

Rs. 4,800 per year 


Ans. 


Ton-Km. in a month 


Outward Trip= 5 tons x 80 km x 25 days- 10,000 

Return Trip = 5 tons x 50% X 80 km X 25 days- 5,000 


Total ton-km in a month 


15,000 


Statement of Operating Cost^per Ton-Kilometr e 


Particulars Basis of apportionment Amount per Cost per 


Month 


A. Fixed costs:— Rs * 

Depreciation m pO-'M g. 0 -9000/12=750.00 


10 

Repairs & Maintenance. 
Driver’s wages 
Cleaner’s wages 

4800 

Insurance 12 ~ — 

2400 

Tax 12 

4800 

General Supervision - 


500.00 

600.00 

400.00 

400.00 

200.00 

400.00 


Rs. 


Total A 


3,250.00-^-15000=0.2167 
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B. Variable Cost: 

Diesel, Oil. Grease 20X2X25-1,000.00-5-15,000=0.0667 

etc. 

Total A + B = 4,250.00-5-15,000=0.2834 


O 3 Mr. Jayanth owns a bus which runs between 
Frnakulam for 10 days in a month. For another 10days n.the 
month it runs between Palghat and Coimbatore The distance 
from Palghat to Ernakulam is 100 mills, and the distance 
Pal eh at to Coimbatore is 40 miles. The bus completes the trip 
from Palghat to Ernakulam and bdek in the same day. So also 
the bus completes the trip from Palghat to Coimbatore and back 

in the same day. For the rest 5 days of operation in a month, the 

bus runs in the Palghat Town covering a distance of 30 miBes daily 
Calculate the rate (i) from Palghat to Ernakulam, («) from^Palghat 

To Coimbatore; and (iii) from Palghat bus stand to Court (distance 

The bus owner should charge, per passenger, if he wants to 

earn a profit of 33i % on his tak mgs Other rrieva« .nforma 

tions are given below :-Cost of l b “ S m |all™’SftoSuctor-Rs. 
a : p“ ar ? sIlaryTf'IccUfaV-Rs. $ 250* p.m, Insurance-^ 

per « ?■ ur 1 tssrpr 

per 100 miles ; Repair mamtenance-Rs. BOOp.rm, He ^ _ 

?0 pe«ls P T- 5 ) 6 th a of 8e the en capacdy i|i generally- occupiedl when the 

always full when it runs in the town. 


(A/. Com., Kerala, Mar.jApr. 1980) 


Ans. 

Total passenger-miles in a month : 

(i) (a) From Palghat to Ernakulam 

100 miles X 10 days—60 persons 
(b) From Ernakulam to Palghat 


60,000 

60,000 


120,000X5/6 = 100,000 
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(ii) (a) From Palghat to Coimbatore 

40 miles x 10 days x 60 persons = 24,000 
(b) From Coimbatore to Palghat = 24,000 

- 48000 X-~ = 44000 

(iii) Palghat town 30 milcsX5 daysx60 persons= 9,000 


Total passenger miles in a month 1,53,000 

Total miles run by the bus in a month 

(i) From Palghat to Ernakulam & back 

= 100X10 X 2 2000 

(ii) From Palghat to Coimbatore & Back=40x 10x2 800 

(iii) Palghat town 30 x 5 150 

2950 


Statement of Opening Cost of the Bus 


Items of cost 

Basis of apportionment 

Amount p.m 
Rs. 

Fixed Cost : 

Depreciation 120,000 x 20/100 x 1/12 

2,000 

Salary of Driver 


400 

Salary of conductor 


400 

Salary of Accountant 


250 

Insurance 

3600/12 

300 

Token tax 

1200/12 

100 

Repair & Maintenance 


800 

Permit fee 


400 

Garage rent 


425 


Total A : 

5075 

Variable cost : 

• 

Rs. 

Diesel consumption 

2.00/4x2950 miles= 

1475 

Lubricant oil 

20.00/100x2950= 

590 


Total B : 

2065 
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Operating cost of the Bus per month (A+B) 
Operating per passenger—mile = 7140/153000 = 
Add : profit of 33 ±% on his takings i.e. 50% 

cost 


on 


7140 
Rs 0.0467 

0.0233 

0.0700 i.e. 
0.07 


Rs. 

7.00 

2.80 


•Charge per passenger mile = (7 paise) 

Rates to be charged per passenger : 

(i) From Palghat to Ernakulam 0.07X 100 = 

{ii) From Palghat to Coimbatore 0.07x40 = 

(iii) From Palghat Bus stand to court 0.07x3= 0.21 

O. 4 A factory which uses a large amount of coal is situated 
between two collieries ‘A’ and ‘B\ the former being 5 miles ana 
latter 10 miles distant from the factory. A fleet of lorries of - t 
carrying capacity is used for the collection of coal from 
pit-heads. Records reveal that the lorries average a speed ot A) 
miles an hour when running and regularly take 10 minutes in 
factory yard to unload. At colliery ‘A’ loading time average 30 
minutes per load; at colliery, 'B* 20 minutes per load. 

Drivers’ wages, licences, depn., garage and similar charges are 
found to cost Rs. 6.00 per hour operated. Fuel, oil, types, repairs 
and similar charges are found to cost Rs. 0.50 per mile run. 

Draw up a statement showing the cost per ton mile of carrying 
coal from each colliery. If the coal is of equal quality and price at 
pithead, from which colliery should the purchases be made? 

(A i. Com., Kerala , Mar!Apr. 1979) 


Ans. Statement of the Cost per Ton-Mile 

--A B 


Particulars 

Colliery 

Colliery 

Distance—miles 

5 

10 

Capacity—tons 

Ton—miles 

5 

5X5=25 

5X10 = 50 

Time taken per trip-minutes 


30 

Running time-going 

15 

” ” returning 

15 

30 

Loading time 

30 

20 

Unloading time 

10 

10 

Total 

70 

«>o 
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Rs. Rs. 

Drivers’ wages, licences, Depn., 
garage etc —to cost Rs. 6 per 
hour i.e. for 70 minutes cost 

Rs. 7 7.00 9.00 

Fuel, oil, types, repairs etc. 
to cost Rs. 0-50 per mile run i.e. 
for 5 milcs-t-5 miles up and 

down 5.00 10.00 

Total cost: 12.00 19.00 

Cost per ton-mile 12.00/25=0.48 19.00/50=0.38 

Cost per trip for 5 tons Rs. 12.00 12.00 

Cost per ton 2.40 3.80 


Recommendation 

If the coal is taken from ‘A’ colliery, the cost of transport per 
ton of coal will be Rs. 2.40 (i.e. 12.00/5=2.40). If the coal is taken 
from ‘B’ colliery, the cost of transport per ton of coal will be Rs. 
3.80 (i.e. 19.00/5 = 3.80). Hence the purchase of coal should be 
made from ‘A’ colliery. 

Q. 5. A transport service company is running 4 buses between 
two towns which arc 53 miles apart. Seating capacity of each bus is 
40 passengers. Tne following particulars were obtained trom their 
books for April 1980 : 


Rs. 

Wages of drives, conductors and cleaners 2,400 

Salaries of office and supervisory staff 1,000 

Diesel, oil and other oil 4,000 

Repairs and maintenance • 800 

Taxation, insurance etc. 1>600 

Depreciation 2,600 

Interest and other charges 2,000 


14,400 


Actual passengers carried were 75% of the seating capacity. 
All the four buses ran on all days of the month. Each bus made 
one round trip per day. 

Find out the cost per passenger mile. 


(M. Com., S.V ., 1981) 
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Ans. 


Passenger Miles 


75 


Onward trip 4 busesx 50 miles x40 passengers XX30 days 


Return trip : 
One round trip 


= 1,80,000 
= 1,80,000 

-Passenger miles 

3 , 60,000 during the 

-month 


Total cost during April, 1980 
Cost per passenger mile 


Rs. 14,400 
Rs . 14,400 _ Rs 
3,60,000 


0.04 


Q. 6. Himalaya Transport Co. Supplies the following details m 
respect of a truck of 5-tonne capacity : 


Rs. 


Cost of truck 
Estimated life 
Diesel oil, grease 
Repairs & maintenance 
Driver’s wages 
Cleaner’s wages 
Insurance 
Taxes 

General supervision charges 


90,000 
10 years 

1 5 per trip each way 
500 per month 
500 per month 
250 per month 
4,800 per year 
2,400 per year 
4,800 per year 


The truck carries goods to and from the city, covering a distance 

of 50 kms. each way. oQr ,__ 

On outward trip freight is available to the extent of full capa 

city and on return 20% of capacity. 

Assuming that the truck runs on an average 25 days a mon , 
work out : . 

(a) Operating cost per tonne-km. (b) Rate per tonne per 
that the Co. should charge if a profit of 50/ on freight is to b 

earned. 

(Af. Com., Bombay , Oct . 1980) 
( B . Com. (Hons.), Delhi, 1981) 
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Ads. Statement of Operating Cost Per Month 


Particulars Basis of apportionment Amount (Rs) 


Depreciation 

90000 1 

10 X 12 

= 

750 00 

Diesel, oil, grease 

15x25x2 


750.00 

Repairs 



500.00 

Driver’s wages 



500.00 

Cleaner’s wages 



250.00 

Insurance 

4800 

12 


400.00 

Taxes 

2400 

12 


200.00 

General supervision 

4800 

12 


400.00 

Total operating cost 

per month : 


3,750.00 

•Commercial Tonne km, per month : 




Outward 50 km.x5 tonnes x 25 days=6,250 tonne km. 
Return 50 km. X 1 tonne X 25 days =1,250 


7,500 


(a) Operating cost per tonne km. 

(b) Operating cost per tonne 
Profit 50% on freight or 
100% on operating cost 


Freight rate per tonne km. 


Return trip 

Total for one t rip both ways 

Note : Total freight collected in 25 days = 300x25 = 7,500 
Less : Operating cost per month 3,750 

3,750 i.e. 

-50% 

on freight 


3750 


7500 
= Rs. 0.50 


-=Re. 0.50 


= Rs. 0.50 

Re. 1.00 i e. Rate per tonne 
50 km.x5 tonnes x Re. 1/ 
Rs. 250 i.e. Rate per tonne 
per trip=Rs. 50 
Rs. 50 
Re ion 


Profit 


OPERATING COSTING 


349 


Q. 7. A city municipality arranges for the removal of its 
garbage by means of motor vehicle transport. The following 
vehicles are maintained : 

No. of Vehicles Specification 


20 

5 tons 

Lorries 

30 

4 ” 

9» 

50 

3 ” 

** 

40 

3 ” 

• t 


On an average each lorry makes six trips a day and in each 
trip covers an average distance of five kilometres. Each lorry carries 
garbage weighing only 60% of its capacity. Taking an annual 
average 20% of the lorries are laid up for repairs every day. The 
conservancy work is carried on daily. The following are the monthly 
charges incurred on the conservancy transport : 


Items of Cost 


Monthly charges (Rs.) 


Salary of the Superintendent 
(Motor Vehicles Dept) 
Salaries of transport foremen 
Wages of drivers 


2,000 
500 each 

150 each for 140 drivers 


Wages of labourers 
Consumable stores 
Petrol 
Lubricants 


Rs. 

75 each for 280 labourers 
16,000 
60,000 
15,000 


Replacement of tyres, tubes & other 
parts 

Garage rent and rates (adjusted in the 
book of the Municipality) 

Gas and electric charge 
Misc. expenses 


5,000 

3,000 

1,000 

12,000 


There is a repair workshop attached to the Motor vehicles dept, 
which also carries out repairs for office cars, 

Fifty per cent of the Superintendent’s salary is debited to the work 
shop and the stimulated charges to be borne by the Conservancy 
Transport Dept, for the services of the workshop are Rs. 10,000 a 
month. 


Assuming that a month consists of 30 days, 
per ton-km for the removal of garbage. 


calculate the cost 


(Af. Com . Rajasthan , 1979) 
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Ads. 


Statement of Commercial ton-km per month 


No of Specifi- Capa- No. of No. of days Avail- Commercial 
Vehicles cation city trips in a month ability Ton km in 

Dist. a month 


20 x 5 tons x 60% x 6 x 5 

30 X 4 tons X 60% x 6 x 5 

50 X 3 tons X 60% X 6 X 5 

40 X 2 tons X 60% x 6 X 5 

# 


km. 

X 

30 

x 

80% 

= 43,200 

km. 

x 

30 

x 

80% 

= 51,840 

km. 

X 

30 

x 

80% 

= 64,800 

km. 

X 

30 

X 

80% 

= 34,560 


Total 1,94,400 


Statement of Monthly Charges of Conservancy Transport 
Items of cost Basis of apportionment Amt. 


Salaries & wages : 

Salary of the Suptt. 

Salaries—3 transport foremen 
Wages of drivers 
Wages of labourers 
Operating expenses : 

Consumable stores 

Petrol 

Lubricants 

Replacement of tyres etc. 

Gas & Elec, charges 
Misc. expenses 
Fixed expenses : 

Garage rent and rates 
Stimulated charges 


50% X 2,000 

1,000 

3 xRs. 500 

1,500 

140 xRs. 150 

21,000 

280 XRs. 75 

21,000 


16,000 


60,000 


15,000 


5,000 


1,000 


12,000 


3,000 

10,000 


Total monthly charges : 


1,66,500 


Cost per ton-km. for the removal of garbage 1944( jo =*e. u.8t> 

Note : The above rate is exclusive of depreciation, the details 
of which are not given in the question. 
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Q. 8. The Sarak Yatayat Co. conducts a goods Service between 
Gwalior and Kasganj. The following particulars are abstracted from 

Vjwo* . — • r_ a _:i i non. 


Rs;- 


Rs. 


By Petrol used 

2,150 

12,000 

By Motor Lorry 

1,500 


Repairs 

By Licence fee 


fbr the year 

1,425 

150 




By Driver’s wages 

1,200 

25 

By Oil used 

400 

By Garage rent for 
February & March 

350 


By cost of 4 tyres 

240 


To Cash received for work 

performed 

” Cash received from 
Bima Co. for damages 
caused to lorry 

Cost of petrol recovered 
from Directors 


From driver’s record you find the following particulars : 
Quintals carried April 1980 15,000 

Kilometres covered April 1980 25,000 

Work performed in April 1980 
as per Bills and Vouchers 8,550 

2 ,„s> ^ m ttraasM 

momh. 1 Mo2th?y ‘officf chargls’^e' RsTmO. insurance premium 
f amount to Rs. 1,165. 

Arrival Transport Co. having started, the Sarak Yatayat Co. 

seeks your advice regarding the extent to which /Z'Telr 

cally reduce their rates so as to realise a profit of 1 5/ 0 on thur 

^Prepare a statement showing the estimated total cost for the year 
and reduction in rate. 

( Meerut , B. Com. 1980) 

Ans : Actual rate charged in April 1980 


15,000 Quintals = 1,500 Tons 

Commerical Ton km= 1,500 X25,000 km = 3,75,00,000 

Amount charged = Rs. 8,550 

Freight Rate per 1,00,000 commercial Ton km 


3,75^0 x 1 ’ 00 ’ 000 -^ 22 ' 
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Statement Showing the Est imated Total Cost for the Year 

Basis for apportionment Amount for 

the year 


Particulars 


Cost of tyres 

Depreciation 
Repairs 
Office charges 
Insurance premium 
Petrol 
Licence fee 
Driver’s wages 
Oil 

Garage rent 
Estimated total cost 
Profit 


=20x4=80 tyres 

at Rs. 60 
15% on 75,000 = 
1,500X12 = 

300X12 

1,165x12 = 

2,150X12 = 

1,200X12 = 

400*12 = 

35°X6 = 


15% on 94,0C0 


4.800 

11,250 

18,000 

3,600 

13,980 

25.800 
1,500 

14,400 

4,800 

2,100 

1,00,230 

14,10C 

1,14,330 


Total freight charges to be collected in a year . . 

Joo ooo quintals =»20,000 tons X 3,00,000 km = 60,000 lakhs 

commercial ton km. 

Freight rate 1,00,000 commercial ton km- 

-1M52--Rs. 1.9055 say Rs. 1.91. 

Q. 9. From the following data relating to two different vehicles 


Mileage run (annual) 

Cost of Vehicle 
Road licence (annual) 

Insurance (annual) 

Garage rent (annual) 

Supervision and salaries (annual) 

Driver’s wages per hour 
Cost of petrol per gallon 
Repairs & Maintenance charges per 

BSL'SSSyET'" 20 miles 15 miles 

Estimated life of vehicles 1,00,000 miles 75,000 miles 

You charge interest on cost of vehicles at 10% p.a. The vehicles 
run 20 miles per hour on an average. 


Vehicle X 

Vehicle Y 

Rs. 

Rs. 

15,000 

6,000 

25 000 

15,000 

750 

750 

700 

400 

600 

500 

1,200 

1,200 

3 

3 

18 

18 

le 1.65 

2.00 

Re. 0.80 

0.60 


(B. Com. Madras , Oct. 1979) 
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Ans. Computation of the Cost Per Running Mile 


Items of Cost Vehicle 

X Y 


(a) Mileage run (Annual) 

15,000 

6,000 


Rs. 

Rs. 

(b) Fixed costs (Annual) 



Road licence 

750 

750 

Insurance 

700 

400 

Garage rent 

600 

500 

Supervision & salaries 

1,200 

1,200 

Interest at 10% 

2,500 

1,500 

Total (b) 

5,750 

4,350 

(c) Fixed cost per mile=b/a 

0.383 

0.725 

(d) Running cost per mile 



Driver’s wages per hour at Rs. 

3 or 

0.15 

20 miles 

0.15 

Cost of petrol per gallon at Rs. 

18 


or 20 miles in vehicle X and 15 

miles 

1.20 

(in vehicle Y) 

0.90 

Repairs & Maintenance 

1.65 

•2.00 

Tyre allocation 

0.80 

0.60 

Depreciation per mile 

0.25 

0.20 

Total (d) 

3.75 

4.15 


4.875 

4.88 


(e) Total cost per running mile (c + d) 4.133 

say ? 4.13 - 
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Q 10. TATA’s Thermal Power Station generates electricity. 
You are required to prepare cost sheet showing cost of electricity 
generated per unit of KWH. 

Particulars for the year 1974-75 
Total units generated 20,00,000 KWH 

Rs. 


Operating labour 

Repairs & Maintenance 

Lubricants, spares & stores 

Plant supervision 

Administrative overheads 

Coal consumed per kwh for the year 


50,000 

50,000 

40,000 

30,000 

20,000 


is 2.5 kg at Rs. 0.02 per kg. 

Depreciation charge at 5% on capital cost of Rs. 2,00,000. 

(IETEi June 83, B. Com. Bombay , May 1975) 


Ans. 


Cost Sheet 


20,00,000 KWH 
Rs. 


Coal consumed 
Operating labour 
R & M 
Lubricants etc. 
Plant Supervision 
Depreciation 
Admn. overheads 


1,00,000 

50,000 

50,000 

40,000 

30,000 

10,000 

20,000 


Total Cost: 3,00,000 


Cost of electricity generated per unit of KWH- 20 ’ 00 ’ 000 Re - 0 - 15 - 

Q. 11. Dal jit Singh owns a bus which runs according to the 
following schedule in a month : 

(a) Delhi to Chandigarh and back (on the tame day) 

Distance covered 
No. of days run 
Occupancy ratio 

(b) Delhi to Agra and back (on the same day) 

Distance covered 

No. of days run 
Occupany ratio 

(c) Local Trips (within Delhi) 

No. of days run 
Average distance run per day 
Occupancy ratio 


10 
90% 

120 km. each way 
10 

80% 

4 

40 kms. 

112.5% 
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Cost of the luxury bus 

Depreciation 

Salary of Driver 

Salary of Conductor 

Salary of Accountant-cum-Manager 

Shed Rent 

Insurance—at 5% per annum on insured 

value of 

Diesel cansumption 


Road tax 
Lubricants 
Repairs and spares 
Permit and licence fees 
Passenger tax 


Rs. 

1,50,000 
40% p.a. 

800 p.m. 

600 p.m. 

600 p.m. 

600 p.m. 

1,20,000 
3 kms. per litre 
at a cost of Rs. 3 per 
litre. 

600 per annum per seat 
50% of diesel cost 
Rs. 24,000 per annum 
1,200 p.m. 
at 15% of the total 
takings. 


The bus has a capacity for 50 passengers. Calculate the bus 
fare that Daljit Singh has to charge for the Delhi— Chand^arh 
and the Delhi—Agra runs (each way) taking note of the lact that 
he wants to make a profit of 30% on the total takings. 

(A/. Com. Final , Osmania University, January 1981 ) 


Ans. 

(a) Delhi to Chandigarh & back 

Onward Trip 150kmx 10 daysx90% of 

50 Passengers 67,500 
Return Trip 67,500 


Passenger—km. 


1,35,000 


(b) Delhi to Agra and back 

Onward Trip 120 km.x 10 daysx80% 

of 50 Passengers=48,000 
Return Trip 48,000 


(c) Local Trips (within Delhi) 

40 km.x4 daysx 112.5% of 
50 Passengers= 


96 ; 000 

9,000 


Total in a month : 


2,40,000 
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Statement of Operating Cost 
Particulars Basis of apportionment 


Amount per 
month 


(a) Fixed Costs 

Depreciation 40% of 1,50,000 

Salaries 800+600 + 600 
Shed Rent 

Insurance 5% of 1,20,000 

Road Tax 600X50 

Repairs & spares 24,000/12 
Permit & Licence fees 1200/12 


60,000 

12 


6,000 

12 

30,000 

12 


Total ‘A’ 


(b) Variable Cost: 


Diesel 3 kms. per litre at a cost of 
Rs. 3 per litre i.e., Rs. 1 per km. 
travelled, (see note for 
distance travelled) 

5,560 kmXRe. 1 

Total operating Cost (A+B) = 


5,000 

2,000 

600 


2,500 

2,000 

100 

12,700 


5,560 

18,260 


Operating Cost per Passenger—km.- 2 ,40,000 RC ' °* 07608 l-C ’ 


Paise 7.608 


Passenger Tax at 15 % of the total takings 
Profit at 30% of the total takings 

Total . 45 % of the total takings 

Total Takings iST (Pro« + Taa 45) Opar.ling Co* » ^ 

7.608X 100 = 13.83 Paise i.e., 14 Paise per Passenger-km. 

55 are to be charged. 
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Fare structure : 

Delhi to Chandigarh for one passenger each way 


= 150X1X0.14 
=Rs. 21.00 


Delhi to Agra for one 

passenger each way= 
Note .—Distance Travelled : 


120X 1 x0.14=Rs. 16.80 


A 150+150 = 300 kins. X 10 days= 
B 120+120=240 kms.XlO days = 
C 40 kms. X4 days= 


km. 

3,000 

2,400 

160 


5,560 


Reconciliation : Total Takings in a month 2— 

(a) Delhi to Chandigarh 90% of 50=45 seats xRs. 21 
Chandigarh to Delhi 


=945 

=945 


1890X 10 days= 18,900 


(b) Delhi to Agra 80% of 50=40 seatsxRs. 16.80-672 
Agra to Delhi 672 


1344 X 10 days = 13,440 


(c) Local Trips : 9000 Passengers—km. x0.14= 


1,260 


Total Takings 
Less: Profit at 30 % 


33,600 

10,080 


Less: Passenger tax at 15% on total takings 

Net 


23,520 

5,040 


18,480 


This amount will meet the Operating Cost of Rs. 18,260 per 
month. 

Q. 12. A Transport company is running two buses between two 
places 100 kilometres apart. The seating capacity of each bus is 50 
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passengers. The following particulars are taken from their books for 


a month: 

Rs. 

Wages of drivers, conductors and cleaners 3,000 

Salary of supervisory and office staff 1 >500 

Diesel oil etc. 6,000 

Repairs and maintenance 1,500 

Taxation and Insurance 2,000 

Depreciation 3,000 

Interest and other charges 2,200 


The actual passengers carried were 80% of the capacity. The 
buses ran on all the days. Each bus made a to-and-fro trip. Find out 
the cost per passenger kilometre. 

( B . Com. Madras) 


Ans. 

Onward Trip : 2 Buses x 100 km. x 50 passengers x 80% x 

30 days Passenger KM 

a 2,40,000 

Return trip 2,40,000 


One round trip, i.e. to and fro trip 


4,80,000 


Total cost in a month 
Cost per Passenger-KM 


= Rs. 19,200 
19,200 
4,80,000 


=Rs. 0.04 


i.e. 4 Paise per Passenger KM. 


Q. 13. What is an operation cost? From 
culate the cost per kilometre of a vehicle. 
Value of vehicle 
Road licence fees per year 
Insurance charges per year 
Garage rent per year 
Drivers wages per month 
Cost of petrol per litre 
Kilometres per litre=8 


the following data cal- 

15,000 

500 

100 

600 

200 

3.60 


Proportionate charge for tyre and maintenance 
per km. 

Estimated annual kilometreage 
Estimated life 


0.20 
6,000 
km. 1,50,000 


Ignore interest on capital. 


( B . Com ., Mysore) 
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Ans. Statement of Operating Cost. Annual Km: 6,000 


Particulars Basis of Amount per ] Amo .'i n c t * 

apportionment annum (Rs.) per km. yts.s.j 


A. Fixed :— 

Road licence fees 
Insurance 
Garage rent 
Driver’s wages 200 X 12 


Total A: 

B. Variable: 
Depreciation 

Petrol 


500 

100 

600 

2,400 

3,600 


3,600-r6,000 

Rs. 15,000 
1,50,000 km. 
3.60 


8 


Tyre and Maintenance 
Total B 

Cost per km. (A-f B) 


0.60 

0.10 

0.45 

0.20 

0.75 

1.35 


Q. 14. An employee of Pavitra Hotels Limited has started using 
his personal automobile for Company’s business purposes with effect 
from 1st January, 1984. He would be reimbursed by the Company 
at the rate of 12 paise per mile determined on the basis of the 
operating cost for 1983 which were as follows: 

Rs. 


Operating Cost: 

Depreciation—Straight-line 

Licence Fee 

Insurance 

Gas, Oil, repairs and other variable costs 
Total 

Miles Driven 


600 

20 

160 

420 


Rs. 1,200 
10,000 


Cost per mile 


12 paise. 
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During the year 1984, the car is estimated to be used by the 
employee as thus: 

Personal use 12,000 miles 

Business use 8,000 miles 

20,000 miles 

You are required to— 

(a) Calculate the estimated annual operating cost for 1984 and 
the estimated cost per mile to be driven in 1984; 

(b) Calculate the amount the employee would be required to pay 
for every mile driven on account of personal use in 1984; and 

(c) Indicate whether it would be less expensive for the Company 
to furnish an automobile to the employee. 

Note: Assume that operating costs would be the same in 1984 as « 
in 1983. 

[B. Com. (Hons.), Delhi 1984] 


Ans. 

(a) Estimated Annual Operating Cost for 1984 


Depreciation—Straight line 

Licence fee 

Insurance 


Standing or fixed charges 

Gas, Oil, repairs and other variable costs 


420 X 


20,000 

10,000 


Annual Operating Cost 

Personal use 
Business use 

Total 


12,000 miles 

8,000 „ 


20,000 miles 


Cost 


per mile = 


1,620 

20,000 


Rs. 

600 

20 

160 

780 


840 


1,620 


-0.081 i.e., 8 Paise. 
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(b) He gets 8,000 X 0.12=Rs. 960 per business use. 
Balance 1,620—960=Rs. 660 for personal use. 

Cost per mile = =0.055 i.e., 5i Paise per 


mile for 


12,000 

personal use. 

(c) The operating cost is coming to 8 Paise per mile in 1984. The 
Company is Paying at 12 Paise per mile. Hence it will be less expen¬ 
sive for Company to provide an automobile to the employee. Further, 
the Company can recover at 12 Paise per mile for his personal use. 
In such case the position will be as follows: 


Total operating cost 

Less: recovery for personal use 12,000x0.12= 
Net Cost to Company 

Cost per mile to Company for business purpose 


Rs. 

1,620 

1,440 

180 


180 


8,000 


=0.0225 i.e., 2 1/8 Paise per mile. 
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By-Products and Joint Products 


Q. 1. A factory is engaged in the production of a chemical X, 
and in the course of its manufacture a by-product Y is produced, 
which after a separate process has a commercial value. For the 
month of August 1985, the following are the summarised costing 


data. 

Joint 

Separate Expenses 

Materials 

Labour 

On.Cost 

Expenses 

Rs. 

19,200 

11,700 

3,450 

X Y 

Rs. Rs - 

7,360 780 

7.680 2,642 

1,500 544 


The output for the month was 142 tonnes of X and 49 tonnes of 
Y and the selling price of Y averaged Ks. 280 per tonne. 

Assuming that the profit on Y is estimated at 50% of. the selling 
price prepare an account showing the cost of X per tonne. 

(A/. Com., Andhra , 1986) 


Ans. 

By-Product Y 

Rs. 

Sales 49X280= 
Less: Profit at 50% 

on Sales 

13,720 

6,860 

Total Cost 

Less: Separate exp. 

780+2,642 + 544 = 

6,860 

3,966 

Joint exp. 


2,894 



BY-PRODUCTS AND JOINT PRODUCTS 


363 


Statement Showing the Cost of X Per Tonne (Rs.) 




Rs. 

Joint exp.: 

Material 

Labour 

On Cost 


19,200 

11,700 

3,450 

Less : Joint exp. of Y 


34,350 

2,894 

Joint exp. of X 

Add: Separate exp. 7,360+7,680-1-1,500 = 

31,456 

16,540 

Total Cost of X 


47,996 

Cost of X per tonne= 

■ 4 ’£ 6 *.-338. 



Q. 2. X Ltd. manufactures one main product and two by¬ 
products. The particulars for a month are shown below: 


Sales (Rs.) 

Main 

Product 

1,50,000 

By-pro 
duct A 
12,000 

By-product 

7,000 

lanufactiiring cost (Rs.) 

(0 Before Separation 

• * 

75,000 

• 

— 

(iil After separation 

23,000 

2,200 

1,800 

Administrative Costs 

12,000 

1,500 

1,000 

Ratio of distribution 
and selling costs,. 

’ 85% 
20% 

10% 

5% 

Profit on sales. ‘ • * 

15% 

10% 


Apportion the joint costs among Main product and the By¬ 
products. 


( B . Com.y Osmania) 

Ans. Apportionment of Joint Costs (Rs.) _ 

. Particulars Main By-Product 

product - 

A B Total 

Sales T 1,50,000 12,000 7,000 1,69,000 

Less: Profit on sales 

20% on 1,50,000= 30,000 1,800 700 32,500 
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Total Cost 
S & D Costs 

(see note below) 

Cost of goods sold 
Less : Admn. costs 
Mfg. cost after 
separation 

Joint costs 

apportioned. 


1,20,000 

10,200 

6,300 

1,36,500 

17,000 

2,000 

1,000 

20,000 

1,03,000 
(—) 12,000 

T 

^00 

gg 

/■> 

1 

5,300 
-) 1,000 

1,16,500 

(—>14,500 

(—)23,000 

(—)2,200 (- 

-) 1,800 

(—)27,000 

68,000 

4,500 

2,500 

75,000 


Note: 


Total Sales 
Profit 


Rs. 

1,69,000 

32,500 


Total cost 

Less : Mfg. cost and Admn. cost 
75,000+ 27,000+ 14,500= 

S & D costs (balancing figure) 


1.36.500 

1.16.500 
20,000 


Main product: 85% of 20,000 = 17,000 and so on. 

O. 3. A Factory producing article P also produces a by-product 
Q which is further processed into finished product. The firs 
manufacture is given below: 


Material 

Labour 

Overheads 




Subsequent 

Costs 



P 

Q 

Rs. 


Rs. 

Rs. 

5,000 

Materials 

3,000 

1,500 

3,000 

Labour 

1,400 

1,000 

2 $000 

Overheads 

600 

500 

10,000 i 


5,000 

3,000 


Selling prices are: P— Rs. 16,000; Q Rs. 8,000. • 

Estimated profits on selling price are 25% for P and 20%, 

Assume that selling and distribution expenses are proportionate 

sale price. 4 , 

Show how you would apportion joint costs of ™ a ^ a £ turc an 
prepare a statement showing costs of production of P and O- 

x, ~ (itf. Com., Andhra 1985) 



UY-PRODUCTS AND JOINT PRODUCTS 


365 


Ans. Apportionment of Joint Costs (Rs.) 



P 

Q 

Total 

Sales 

Less: Estimated Profit 25% 

16,000 

4,000 

8,000 

1,600(20%) 

24,000 

5,600 

Estimated Total Cost 

Less: S <& D exp. 

- . (balancing figure) 

18,400—(10,000 4- 5,000 4- 3,000)« 
400 apportioned in sale price 
ratio i.e., 16 : 8 ratio. 

12,000 

267 

6,400 

133 

18,400 

400 

Cost of Production 

Less: Subsequent Costs 

11,733 

5,000 

6,267 

3,000 

18,000 

8,000 

Joint Costs apportioned. 

6,733 

% • 

3,267 

10,000 

Stt. of Cost of Production of P & Q (Rs.) 


P 

Q 

Total 

Joint Costs & apportioned 

Add: Subsequent Costs 

6,733 

5,000 

3,267 

3,000 

10,000 

8,000 

Cost of Production 

11,733 

6,267 

18,000 


Q. 4. From the following information, find out the cost of X and 
Y, the latter being the by-product on whose sale a profit of 20% of 
selling price is obtained. 


Joint 

Separate Expenditure 

expenditure 

X 

Y 

Rs. 

. Rs. 

Rs. 


Materials 

9,000 

2,000 

1,000 

Labour 

4,000 

800 

300 

Expenses 

2,000 

1,000 

400 


Total amount realised by sale of Y was Rs. 3,500. 


{&. Com., Kerala) 
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Cost of Y (By-product) 


Sales 

3,500 

Less: Profit at 20% 

700 

Total Cost of Y 

2,800 

Less: Separate expenses 

1,700 

Share of Joint Expenses 

1,100 

Cost of X 

Joint Expenses 

15,000 

Less: Share 6f Y in Joint exp. 

1,100 

Share of Joint Exp. for X 

13,900 

Add: Separate expenses 

3,800 

Total cost X 

17,700 

Total cost of Y (as ascertained above) 

2,800 


i factory is engaged in the production of a chemical X and 

infnecourse of its manufacture a by-product Y is produced, which 
after separate processing has a commercial value. For the month of 

“ *.__ r_«i_ciimmariCPH ( n^finP data! 


Joint 

Expenses 

Separate Expenses 
X . Y 

Rs. 

Rs. 

Rs. 

38,400 

14,720 

1,560 

23,400 

19,360 

5,284 

6,900 

3,000 

1,088 


Materials 38,4UU i^,/-:w 

labour 23,400 19,360 5,284 

Overheads 6,900 3,000 1,088 

The output for the month was 142 tonnes °f X a nd ton ” es of 
Y and the selling price of Y product averagedlls. 560 per tonne^ 
Assuming the profit of Y product is estimated at 50,4 of the selling 
price, prepare an account showing the cost of X per tonne. 
v * (M. Com., Madurai) 


Ans. 


Cost of Y (By-product) 


Sales 49 tonnes at Rs. 560 
Less: Profit 50% of selling price 

Total cost 
Less: Separate exp. 

Share of Joint Exp. 


Rs. 

27,440 

13,720 

13,720 

7,932 

5,788 
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Cost of X 



Rs. 

Joint Expenses 

68,700 

Less : Share of Y in Joint Exp. 

5,788 


62,912 

Add: Separate expenses 

37,080 

Total cost of X 

99,992 


Cost per Tonne of X=- ^| 2 - =Rs. 704.17 

Q. 6. A factory producing article X also produces a .by-product 
Y which is further processed into finished product. The joint cost of 
manufacture is given below : 


% 


Rs. 

Material 


10,000 

Labour 


6,000 

Overheads 


4,000 



20,000 

Subsequent costs are given belovy: 


% 


X 

Y 


Rs. 

Rs. 

Material 

5,000 

3,000 

Labour 

2,800 

2,000 

Overheads 

1,200 

1,000 


9,000 

6,000 


Selling prices X — Rs. 32,000 

Y — Rs. 16,000 

Estimated profits on selling prices are 25% for X and 20% for 
Y. Assume that selling and distribution expenses are in proportion 
of sales price. Show how you would apportion joint cost of manu¬ 
facture and prepare a statement showing cost of production of X 
and Y. 


(AT. Com ., Kerala, Apr ill May 1983 ) 
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Q. 8. A factory is engaged in the production of chemical X and 

in the course of manufacture a by-product Y is produced which after 
a separate process has a commercial value. Following are the infor¬ 
mation for the month of March, 


Joint 

Separate Expenses 

Expenses 

X 

Y 

Rs. 

Rs. 

Rs. 

10,000 

2,000 

2,800 

4,000 

2,500 

2,500 

2,500 

1,400 

1,000 


Materials 
Labour 
Expenses 

The output for the month uu 4 uiniais oi a. ana du quintals 
of Y. The selling price of product Y is Rs. 200 per Quintal. 

The profit on Y product is 33j% on price. Prepare an account to 
show the cost of X per quintal. Show your workings. 

(B. Com., Calicut , March/April 1983) 

Ans. 


Sales of By-Product Y: 50 quintals at Rs. 200 = 
Less: Profit at 33 \% on cost i.e. 25% of 
on Sales 

Total Cost 

Less: Separate expenses; Material + Labour + Exp. 


Rs. 

10,000 

2.500 

7.500 
6,300 


Joint Exp. of Product Y 1,200 

Rs. 

Joint Exp. of product X & Y 

10,000 4- 4,000+2,500 = 16,500 

Less : Joint exp. of Y= 1,200 


Joint Exp. of Product X 15,300 

Add: Separate exp. of X 2,000 + 2,500 + 1,400 5,900 


Total Cost of X 21,200 


Cost ofX per quintal =Rs. 141.33 

Q. 9. In manufacturing a main product X, a production unit 
processes the resulting waste material into by-products Bi and B». 
Using the methods of working back from sales value to an estimated 
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cost, you are to prepare a comparative profit and loss statement of 
the three products from the following data: 

(a)' Total costs up to separation were 


2,C4,000 


(b) 

Sales (Assuming all that was 
produced was sold) 

X 

Bi 

B^ 

(c) 

Cost after. 

4,92,000 

48^000 

72,000 

separation 


14,400 

21,600 

(d) 

Esti mated‘net profit 
as a percentage on 

sales 


20 

30 

(e) 

Estimated selling ex¬ 
penses as percentage 
on sales 

20 

20 

20 


(A/. Com . Final, Osmania University , January 1981) 


Ans: Apportionment of Costs up to Separation Point—By-Product 


Bi B 2 

Particulars Rs. Rs. 


Sales 

48,000 

72,000 

Less: Estimated net Profit 20% 

9,600 


30% 


21,600 

Total Cost 

38,400 

50,400 

Less: Estimated Selling 
exp. 20% of Sales 

9,600 

14,400 


28,800 

36,000 

Less: costs after separation 

14,400 

21,600 

Costs up to separation 

14,400 

14,400 

Total Costs up to separation 

Rs. 

2,04,000 



Less: Costs upto separation of By-Products 


Bi 14,400 

Bz 14,400 

- 28,800 


Cost up to separation—Main Product X = 


1,75,200 
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Comparative P & L Statement 


Particulars 

Main Product 

B-Products 

Total 


X 

Bi 

b 2 



Rs. 

Rs. 

Rs. 

Rs. 

Costs up to 

- 




separation 

% 

Costs after 

1,75,200 

% t 

14,400 

% 

14,400 

2,04,000 

Separation 

Selling exp. 

— 

14,400 

21,600 

36,000 

20% of Sales 

98,400 

9,600 

14,400 

1,22,400 

Total Cost 

2,73,600 

38,400 

50,400 

3,62,400 

Sales 

4,92,000 

48,000 

72,000 

6,12,000 

Profit 

2,18,400 

9,600 

21,600 

2,49,600 


Q. 10. The following data have been extracted from the books of 
M/s. Eastern Coke Co. Ltd.: 


Joint Products 


Coke 
Coal Tar 
Benzol 

Sulphate of Amonia 
Gas 


Yield in lb. of recovered 
products per ton coal 

1,420 

120 

22 

26 

412 

2,000 


The price of coal is Rs. 80 per ton. Direct labour and overhead 
costs to point of split-off are Rs. 40 and Rs. 60 respectively per ton 
of coal. 

Calculate material, labour, overhead and total cost of each pro¬ 
duct on the basis of weight. 


( B . Com., Madras , April 1979) 
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Ans. 


Statement of Apportionment of Costs on the Basis of 
Weight of Joint Products 


Items 


Yield in lb. 
per ton of 


Apportionment of cost 


Overhead 
Rs. 




Coke 
Coal Tar 
Benzol 
Sulphate of 
Ammonia 
Gas 


26 

412 


1.3% 

20 . 6 % 


1.04 

16.48 


0.52 

8.24 


0.78 

12.36 


2.34 

37.08 


Total 2,000 100% 80.00 40.00 60.00_ 18000 


O II A bv-oroduct “Beta” is derived in the process of manu¬ 
facturing ' a Product “Alpha”. The by-product is further processed 
for sale. From the following data, P/ e Pf e a sjatement showing the 
cost per kilogram of the product “Alpha and the by-product 
“Beta”. _ _ 


Separate Expenses 


Particulars 

Joint Expenses 

Alpha 

Rs. 

Beta 

Rs. 

Materials 

10,000 

6,000 

500 

Labour 

7,000 

5,000 

2,000 

/*AA 

Overheads 

2,500 

1,500 

600 

Total 

19,500 

12,500 

3,100 


The quantities produced during the period under consideration 
were Alpha 100 kg- and Beta 50 kg. The selling of Beta was 
Rs. 120 per kg. on which the profit earned was at 30%. 

(A/. Com., SY, 1981) 

Ans. Cost Data for By-product “Beta” 


Particulars _ Amount 

Sales Beta 50 kg. at Rs. 120 6,000 

Lest: Profit at 30% 1,800 

Total cost: 4,200 

Less: Separate expenses 3,100 


1,100 


Joint expenses 
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Cost per kg. of Beta= ^=~=R S . 84 


Cost Data for the Product “Alpha" 


Joint expenses apportioned = 19,500—1,100 

Rs. 

18,400 

Add: Separate expenses 

12,500 

Total cost for 100 kg. of Alpha 

30,900 


Cost per kg. of Alpha 



30,900 

100 


= Rs. 309. 




• 12. X Ltd. manufactures product A which yields two by-pro- 
ucts B and C. In a period the amount spent up to the point of sepa¬ 
ration was Rs. 20,600. Subsequent expenses were: 



A 

B 

C 


Rs. 

Rs. 

Rs. 

Material 

300 

200 

150 

Direct wage 

400 

300 

200 

Overheads 

300 

270 

280 


1,000 

770 

630 


Gross sales value of A, B and C was Rs. 15,000; Rs. 10,000 and 
Rs. 5,000 respectively. It was estimated that the net profit as a 
percentage of sales in the case of B and C would be 25% and 20% 
respectively. Ascertain the profit carnet} on A. 

( B.'Com.y Punjab , 1980) 

Ans. Apportionment of the Costs up to Separation Point 


By-product 


Particulars B (Rs.) C (Rs.) 

Gross Sales value 10,000 5,000 

Less: Estimated net profit—25% 2,500 

20% 1,000 


7,500 4,000 

Less: Subsequent expenses 770 630 


Costs up to separation 6,730 3,370 

Total costs up to separation 20,600 

Less: Costs up to separatfon in respect of 

By-product B 6,730 

” C 3,370 10,100 
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Costs up to separation in respect of 

__ Product A 

Add: Subsequent expenses in respect of ” 

Total Cost: 


Gross Sales value 


Profit earned on A 


Mote: Alternatively , it can be done as follows: 

Total Sales of all the Products 

Less: Costrf up to separation 

•Subsequent exps. of all products 

^ ' • 

Total Profit of all Products 
Less: Profit of B 25%. of, 10,000 = 

Profit of C 20% of 5,000 = 
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10.500 
1,000 

71.500 

15,000 

3,500 

3Q.000 . 


period .were Rs. 8,000. ‘ 

It was estimated that the profits on each product as a percen age 
of sales would be 30%, 25% and 15% respect.vely. Subsequent ex 
pense were as follows: 


Profit earned on A 


20,600 

2,400 

23,000- 


7,000 

2,500 


i,poo 

3,500 


3,500 


Materials 
Direct wages 
Overheads 


Sales were 


A 

Rs. 

& 

c 

Rs. 

100 

75 

25 

200 

125 

50 

150 

125 

75 

450 

325 

150 

6,000 

4,000 

2,500 


Prepare a statement showing the apportionment of the joint ex¬ 
penses of manufacture over the different products. 

(B. Com., Punjab, Apr. 1978 > 
(B. Com., AP Open University, August 87) 
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Ads. Statem ent of Apportionment of Joint Expenses 
Particulars Main Product By-products 


A (Rs.) B (Rs.) C(Rs.) R s . 


Sales 6 000 

Less: Estimated profit 1*800 

^- r 

4,000 

1,000 

2,500 

375 

12,500 

3,175 

, c k 4 > 200 

Less: Subsequent expenses 450 

3,000 

325 

2,125 

150 

9,325 

925 

Estimated joint expenses 3,750 

2,675 

1,975 

8,400 

Ratio for apportionment of 

joint expenses 3,7504-25 

=- 150 and so on 150 

107 

79 

33d 

Actual joint expenses apportioned 




~ X 8,000 

igxg.ooo 

8,000 


= Rs. 3,571 

= Rs. 2,548 

=Rs. 1,881 

' 8,000 


Q. 14. Joint products A, B, C, D arc produced at a total manu¬ 
facturing cost of Rs. 12,00,000. Quantities produced are: 


A 

20,000 units 

B 

15,000 units 

C 

10,000 units 

D 

1 5,000 units 


Product A sells for Rs. 50; B Rs. 54; C Rs. 54; D Rs. 56. You* 
are required to prorate the joint cost in the best possible manner. 

(M. Com., S.V. 1977 > 

Ans: Best Possible Manner is the Sales Value Basis in the 

Present Case 

Rs. 


A 20,000X50 = 

10,00,000 

B 

15,000x54 = 

8,10,000 

C 

1 

X 

A 

0 

5,40,000 

D 

15,000X56 = 

8,40,000 

Total sales value = 

31,90,000 
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Apportionment of Joint Costs of Rs. 12,00,000 

Rs. 

A = ff gjgg- X1 2,00.000= 3 » 76 » 176 
■> - 3 S ; S ‘‘ i2 - o °- 000 - 3i04 - , ° 2 

c - 3TS5W x,2 ’ 00 '° 00 - 2 - 03 - 135 

D - 3 ra 5 S xl2 - 00 ' 0 “ -3 - 1 - 5 '' 81 

Total 12,00,000 


Q. 15. In a factory producing joints products of two varieties, 
the following data are extracted from the books: 

Total (Rs.) 


Sales of products X and Y 7,50,000 

Direct material 2,25,000 

Direct labour 1,10,000 

Variable overheads (150% on labour) 1,65,000 

Fixed overheads 2,00,000 


The analysis of sales reveals that the percentage of sale of pro¬ 
duct X is 661 %. 

Management contemplates to process further the joint products 
so that they could be sold at higher rates. Facilities for this are 
available. The additional expenditure for the further process and 
total sales anticipated at higher selling prices are given below. Make 
recommendations presenting the effect of this proposal. 

Product X Product Y Total 

Rs. 


Sales after further processing 
Additional material 
Additional direct labour 


6,00,000 3,00,000 9,00,000 

50,000 20,000 70,000 

20,000 8,000 28,000 

(M. Com., Bombay , June 1979) 


380 


rathnam’s cost and management accounting 


Ans. 


Statement of Present Profitability 


(R s. in la khs) 


Particulars 

Product 

X Y 

T otnl 

Sales X 66-2/3% and Y 33-1/3% 

Direct material 

Direct labour 

Variable overheads 150% on labour - 

5.00 

2.50 

7.50 

1.50 

0.73 

1.10 

0.75 

0.37 

0.55 

2.25 
1.10 
5.00 

Total variable cost 

3.33 

1.67 

1.65 

Contribution 

Less: Fixed overheads 

1.67 

0.83 

2.50 

2.00 

Profit 



0.50 


Statement of Proposed Profitability 

Particulars 

Product 

X Y 

Total 

Sales 

6.00 

3.00 

9.00 

Direct material 

1.50 

0.75 

2.25 

Additional material 

0.50 

0.20 

0.70 

Direct labour 

0.73 

0.37 

1.10 

Additional direct labour 

0.20 

0.08 

0.28 

Variable overheads 150% on labour 

1.40 

0.67 

2.07 

Total variable cost 

4.33 

2.07 

6.40 

Contribution 

1.67 

0.93 

2.60 

Less: Fixed overheads 



2.00 


Profit 0.60 


The proposal is recommended as it gives more profit by 
Rs. 10,000 i.e, total profit of Rs. 60,000 as against Rs. 50,000. 

Note: Alternatively it can be examined as follows: 

Rs. 

Incremental revenue 9,00,000—7,50,000=1,50,000 
Less: Differential cost: 

Additional material 70,000 

„ labour 28,000 

„ Variable overheads 42,000 

- 1,40,000 


Additional profit 


10,000 
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Q. 16. From the following figures relating to Jyoti Chemical pr 
duct Limited, calculate net profit for the month of Jan a y 1 

under the following method of costmg by-products (a) As other 

income (b) As deduction of cost of goods sold from the main p 
duct and (c) Net by-product revenue credited to Production Cost. 


Sales 5,000 units @ Rs. 4 per unit 

Direct Materials Rs. 6,000 

Direct Labour Rs. 3,000 

Manufacturing overheads 100% on direct wages. 

Total production 6,000 units. 

Selling, distribution and administration cost for the main product 
Rs. 1,000. 

Selling, distribution and administration cost for by-product, 
Rs. 800. 

Sales realisation from by-product Rs. 2,500. 

Cost of processing by-product Rs. 500. 


(R. Com., Andhra ) 


Ads. 

(a) Main product: 

Sales 5,000 units at Rs. 4 
Less: Direct Materials 
Direct Labour 
Mfg. overhead 100% 
of wages 

Factory cost of 6,000 units. 
Less: Closing stock of 1,000 
units. 


Cost of goods sold—5,000 
units. 

Add: S & D and Admn. cost 
Cost of sales 



Rs. 

6,000 

3,000 

20,000 

3,000 


12,000 


2,000 


10,000 


1,000 

11,000 

11,000 


Profit on Main product on 5,000 units = 9,000 

Sale of By-product . 2,500 

Less: Cost of processing 500 
S & D Admn. cost 800 
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1,300 

Other Income 1,200 1,200 

Net Profit for Jan. 1983 10,200 

(b) Cost of goods sold—Main product 10,000 

Less: Profit on By-product 1,200 

8,800 

Add: S & D Admn. cost of Main product 1,000 

Total cost 9,800 

Sale of Main product 20,000 

Net Profit for Jan. ’83 10,200 

(c) Factory cost i.e. production cost of 

Main product 12,000 

Less : Profit on By-product 1,200 

Cost of Production of Main product 6,000 u^its 10,800 

Less: Closing Stock 1,000 units 1,800 

Cost of goods sold—5,000 units. 9,000 

Add: S & D, Admn. costs 1,000 

Total Cost 10,000 

Sale of Main product 20,000 

Net Profit for Jan. ’83 10,000 




Reconciliation of Cost and 
Financial Accounts 


The following is the summarised version of the Trading and 
Profit and Loss Account of Tara Industries Ltd., for the year ended 


31st Dec. 1985. 

Rs. 

Rs. 

To Materials 

45,000 By Sales (4,8Q0 Units) 

96,000 

” Wages 

” Work expenses - 

33,000 *• Closing Stock 


24,000 (1,200 units). 

20,400 

Administrative Expenses 

6,00,0 


Net profit 

8,400_^ 


i 

,16,400 

1,16,400 



—-- 

The Company’s cost records show that : 


(i) Works overheads hav 

2 been absorbed at Rs. 3 per 

unit pro- 


■duced: 

(ii) Administrative overheads have been absorbed at Rs. 1.50 
paise per unit produced. 

Assuming there is nothing by way of work-in-progress either at 
the beginning or at the end and'there is no opening stock of finished 

goods. . 

✓ 

Prepare: 

(1) a statement of cost indicating the net profit; 

(2) a statement reconciling the profit as per disclosed by cost 
accounts and that shown in financial accounts. 

( B . Com. (Pass), Delhi , 1987 ) 
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Ans. 

1. Statement of Cost and Profit 

r 

Production 4,800+li()0 = 6,000 units 



Rs. 

Materials 

Wages 

Direct exp. 

45,000 

33,000 

Prime Cost 

Works Overheads 6,000X3 = 

78,000 

18,000 

Works Cost of 6,000 units 

Admn. Overheads 60,000X1.50 = 

96,000 

9,000 

Cost of Production of 6,000 Units 

1,05,000 

^ . •* 1,05,000 

Cost per unit = — = 17.50 


[.ess : Closing Stock of finished goods 

1,200X17.50 

21,000 

Cost of goods sold 4,800 Units 

Sales of 4,800 Units 

84,000 

96,000 

Profit on 4,800 Units 

12,000 

2. Reconciliation statement 

Profit as per Cost a/cs. 

Add : (ii) Admn. Overheads Over absorbed 

in Cost A/cs. 

12,000 

3,000 

—— • 

15,000 


L ess : (i) Works Overheads underabsorbed in 

Cost a/cs. 

24,000-18,000 = 6,000 

Closing stock valued higher in cost . . 

a/cs. 600 -. 6,600 


8,400 


Profit as per financial a/cs. 
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RECONCILIATION of cost and financial accounts 

6 * 0 . 2. The financial Profit and Loss account of a manufacturing 
Company for the year ended 31st Match] 1984 is as follows . 


Rs. 

50,000 By Sales 


To Material Consumed 
” Carriage inwards 
” Works expenses 
Direct Charges 
Administration Exps. 

” Selling and distribution Exps. 6,500 

•• Debenture Interest * IfiOO 

” Net Profit v 15,000 

1,24,000 


Rs. 

1,24,000 


» 




** 


34,000 

12,000 

• 1,000 

4,500 


1,24,000 


Tv,** nP f nro fit as shown by the Cost Accounts for the year is 

Rs. 1 6,270 P Upon detailed comparison of the two sets of accounts 

it -is found tha* , . , - 

,, &-ssrsasi? gr 

Rs. 6,'640 (b): No charge'has been made in the cost accounts in 
respect of debenture interest. 

You are required to reconcile the profits shown by the two sets 
of accounts. 

(B. Com. {Final), Ravi Shankar University, 1987) 


A ns . Reconciliation Statement 

Rs. 

Net Profit as per Financial A/cs. 

Add • a. Factory overheads underabsorbed 

Cost a/cs. 12000-11,500 * 500 

15,000 

b. Debenture interest charged in 
financial a/cs. but not in Cost 
a/cs. 1> 000 

1,500 


16,500 

Less : a. Office Overheads over-absorbed 

in Cost a/cs. 90 

a. S & D overheads over-absorbed in 

Cost a/cs. 140 

230 

Profit as shown by Cost A/cs. 

16,270 
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Prepare a Reconciliation statement from 

data: 

Net loss as per Cost Accounts 
Net loss as per Financial Accounts 
Works, overhead under recovered in'" 

• • Cost Accounts • * 

Depreciation over charged in Cost 
Accounts ' 

Administrative overheads recovered in excess 
Interest on investments 
Goodwill written off in Financial books 
Income tax paid 

Stores adjustment (Credit in Financial 
books) 

Depreciation of stock charged in 
Financial books 


the following 

Rs. 

3,44,800 

4,32,090 

6,240 


2,600 

3,400 

17.500 
11,400 
80,600 

950 

13.500 


( B . Com. A.P. Open Univ’rsity , August 1987) 


Ans. 


Reconciliation Statement 


Net loss as per cost Accounts ( ) 

Add : Works overhead under 

recovered in Cost a/cs. 6,240 
Goodwill written off in 
financial books 11,400 

Income-tax paid (debited 
in financial books 
only 80,600 

Depreciation of stock 
charged in Financial 
books 13,500 

(-) 

Less : Depreciation over¬ 
charged in Cost A/cs. 2,600 

Admn. overhead reco¬ 
vered in excess 3,400 

Interest on invest¬ 
ment (credited in 17,500 

financial books only) 

Stores adj. (credit in 

Financial books) 950 


Rs. 

3,44,800 


1,11,740 

4,56,540 


24,450 


4,32,090 


Net Loss as per financial accounts 


(-) 



RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 


Q. 4. A Company’s 

Trading 

and Profit and Loss Account 

was as 

follows : 




Rs. 



Rs. 

__ 

Purchases 

25,210 


Sales 50,000 

Units @ Rs. 150 

75,000 

Less Closing 

. Stock 
• % 

4,080 

21,130 

Discount 

Received 

260 

Direct Wages 


10,500 

12,130 

-7,100 

5,340 

1,100 

20,300 

Profit on sale 
of land 

2,340 

Works Expenses 


0 


Selling Expenses 

Admin istration/Expenses 



Depreciation . 

Net Profit • 

\ 





77,600 


77,600 


(a) Value of closing stock as per cost accounts Rs 4,280. 

(b) The works expenses in the dost Accounts were taken as 100/. 

of direct wage*. r 

(d) Depreciation in the Cost Accounts were Rs. 800. 

( \ACAndhra , 1986) 


Ans. 


Profit as 
Add: a. 

b. 


d. 


Reconciliation Statement 


per financial a/cs. 

Difference in closing stock valuation 
i.e , higher value in Cost a/cs. 

4,280—4:080 = 

Works exp. underabsorbed in Cost 


Rs. 

20,300 


a/cs.- 

12,130-10,500 
Admit, exp. under-absorbed 

3 ' *5,340—(0.10 x 50,000)= 
Depreciation less charged 
a/cs. 

1,100—800 = 


1,630 

in Cost 

340 

in Cost 

300 2,470 


22,770 
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Less : c - Selling exp. over-absorbed in Cost 
a/cs. 

10% of 75,000 = 7,500—7,100 = 
Discount received-taken in financial 

a/cs. only 

Profls on sale of land- ” ** 


Profit as per Cost A/cs. 


MJ. 5. The net profit of a company appeared at Rs. 64,377 as per 
financial records for the year ended 31st Dec. 1982. The cost books 
however, showed a net profit of Rs. 86,200 for the some period. Both 
the set of accounts reveal the following data: 

1. Selling overheads over-absorbed in costs Rs 850 and factory 
overheads under-absorbed in costs Rs. 1,560. 

2. Depreciation charged in financial accounts Rs. 5,600 and 
recovered in cost Rs. ’6,250. 

3' Interest on investments not included in costs Rs. 4,000. 

4. Loss due to obsolescence charged in financial records Rs. 
2,850, 

5. Income-tax paid Rs. 20,150, 

6. Bankinterest and transfer fees received Rs. 375. 

7. Stores adjustments (credited in financial records) Rs. 237. 

8. Loss due to depreciation in stock values charged in financial 
books Rs. 3,375. 

Prepare a Reconciliation Statement to reconcile the cost and 
financial records. 


400 


260 


2,340 

3,000 

19,770 


( B . Com. (Pass), Delhi, 1984) 

Ans. Reconciliation Statement 


Profit as per Cost books 


Rs. 

86,200 

Add: 1. Selling Overheads overabsorbed in 
Cost a/cs. 

850 


2. Depreciation over charged in Cost 
a/cs. 

6,240—5,600 = 

650 




RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 


3. Interest on invsetment not included in 

Cost a/cs. 

4. Bank interest and transfer fees re¬ 
ceived and accounted in financial 
records only 

5. Stores adj. (credit) in financial a/cs. 


Less : 1. Factory Overheads under-absorbed 
in Cost a/cs. 

4. Loss due to obsolescence charged in 

financial records 

5. Income-tax Paid and debited in finan¬ 
cial a/cs. only 

8. Loss due to depreciation in stock 
values charged in financial books 

Profit as per financial records 

L-QHT'TRe net profit of the Bharat Engineering Co. Ltd., appear¬ 
ed at Rs. 1,15,755 as per the financial records for the year ended 
31-12-1085. The cost books, however, showed a net profit of Rs. 
1,72,400 for the same period. A scrutiny of the figures from both 


sets of accounts revealed the following facts: 

Rs. 

a. Works overhead under-recovered in cost 3,120 

b. Administration overhead over-recovered 1,700 

c. Depreciation charged in financial accounts 11,200 

d. Interests on investment not included in costs 8,000 

e. Loss due to obsolescence charged in financial 

accounts 5,700 

f. Income-tax provided in financial accounts 40,300 

g. Bank interest and transfer fees in financial 

accounts 250 

h. Stores adjustments (credit in financial accounts) 475 

i. Loss due to depreciation in stock values 

(charged in financial account) 6,750 


You are required to prepare a statement reconciling both the 
figures of net profits. 
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Rs. 

4,000 

375 

237 6,112 

92,312 

1,5C0 

2,850 

20,150 

3,375 27,935 

64,377 


( B . Com., Andhra , 1986) 
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Ads. Reconciliatiob Statement 

Rs 

Net Profit as per financial a/cs. 1,15,755 

Add: a. Works overhead under recovered in 

Cost 3,120 

c. Dep. charged in financial a/cs. 11,200 

e. Loss due to obsolescence charged in 

financial a/cs. 5,700 

f. Income-tax provided in financial a/cs. 40,300 

g. Loss due to depreciation in stock values 

(charged in financial a/cs). 6,750 67,070 


1,82,825 

Less : b. Admn. overhead over recovered 1,700 

d. Interest on investment not 

included in costs 8,000 

g. Bank interest and transfer fees 

in financial a/cs. 250 

h. Stores adjustment (credit in financial 

a/cs. 475 10,425 

Profit as per Cost books 1,72,400 


fa). 7 Following are the figures extracted from the cost ledger of 


a manufacturing unit. 

Stores: Rs. 

(i) Opening Balance 15,000 

(ii) Purchases 80,000 

(iii) Transfer from work-in-progress 40,000 

(iv) Issued to work-in-progress 80,000 

(v) Issued to repairs and maintenance 10,000 

(vi) Sold some quality as a special 

case at cost 5,000 

(vii) Shortage in the year 3,000 

Work-in-progress : 

Rs. 

(i) Opening Balance 30,000 

(ii) Direct labour cost charged 30,000 

(iii) Overhead cost charged 1,20,000 

(iv) Closing balance 20,000 

Finished product: 


Entire output is sold at 10% product on actual cost from work- 
in-progress. 

Others: 

Wages of the period Rs. 35,000 

Overheads expenses Rs. 125,000 

You ar6 required to find profit or loss as per financial Accounts 
and reconcile them. 

' ( B. Com., A.P. Open University , December 1986 ) 
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Ans. 


To Opening Bal¬ 
ance 
” Purchases 
” Transfer from 

W.I.P. 


Stores Ledger control account 

Rs. __ 

By W.I.P. a/c. 

15,000 ” Overhead a/c. 

80,000 ” G.L.A. a/c. (Sale) 

” Overhead a/c. 

40,000 —Shortage 

” Balance c/d. 


1,35,000 


Rs. 

80,000 

10,000 

5,000 

3,000 

37,000 

1,35,000 


2 . 

Rs. 

To Opening Balance 30,000 
” Stores Ledger 

Control a/c. 80,000 

” y c ascs C °" ,ro1 30.000 

” Overheads a/c 1,20,000 

2,60,000 

Finished stock at cost 
Add : Profit at 10% on 
actual cost 

Sales 


W.I.P. A/c. 

Rs. 

By Stores Ledger a/c. 

40,000 

” Finished Stock a/c. 

2,00,000 

(balancing figure) 


” Closing balance 

20,000 


2,60,000 

2,00,000 

20,000 

2,20,000 


Overhead Control A/c. 
Rs. 

To Stores Ledger 10,000 By W.I.P. a / c - 
Control a/c. 

>. - »• ” 3,000 ” Balance c/d. 

” Wages control a/c. 

35,000—30,000 =5,000 
” G.L.A. a/c. 1,25,000 


Rs. 

1,20,000 


23,000 


1,43,000 


1,43,000 
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Wages Control a/c. 


Rs. 

To G.L.A. a/c. 35,000 

By W.I.P. a/c. 

Overhead a/c. 
(balancing figure) 

Rs. 

30,000 

5,000 

35,000 


35,000 

Profit as per cost a/cs. 

Rs. 20,000 


Profit 

and Loss account 



Rs - Rs. 


Opening balance: 


By Sales 

2,20,000 

Stores 

15,000 

Stores sold 

5,000 

W.I P. 

30,000 

Closing balance: 


Purchases 

*0,000 

Stores 

37,000 

Wages 

35,000 

W.I.P. 

20,000 

Overhead exp. 

1,25,000 

” Net loss 

3,000 


2,85,000 


2,85,000 


Reconciliation Statement 



Rs. 

Profit as per cost a/cs. 

20,000 

Less: Under-absorption of overheads 

23,000 

Loss as per Financial accounts 

§ 

r't 

1 

w 


Os*. The following figures have been extracted from the financial 
mints of a manufacturing firm for the first year of its operation: 


Rs. 


Direct material consumption 

50,00,000 

Direct Wages 

30,00,000 

Factory overheads 

16,00,000 

Administrative overheads 

7,00,000 

Selling and distribution overheads 

9,60 000 

Bad debts 

80,000 

Preliminary Expenses written off 

40,000 

Legal charges 

10,000 

Dividends received 

1,00,000 

Interest on deposit received 

20,000 

Sales—1,20,000 units 

1,20,00,000 

Closing Stock: 

Finished.Stock—4,000 Units 

3,20,000 

Work in progress 

2,40,000 
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The Cost Accounts for the same period reveal that the Direct 
material consumption was Rs. 56,00,0G0; Factory overhead is re¬ 
covered at 20% on prime Cost; Administration Overhead is recover¬ 
ed @ Rs. 6- per unit -6f production; and selling and distribution 
overheads are recovered at Rs. 8 per unit sold. % 

You are required to prepare Costing, and Financial Profit & 
Loss Accounts and reconcile the difference in_the profits as arrived 
at in the two sets of accounts by preparing a Reconciliation State- 
ment. *» • • 

[B. Com. {Hons), Delhi , 1986) 

Ans. 

Costing P & L a/c. (Production 1,20,000-^4,000=1,24,000 Units) 

Rs. ___ Ks. 

To Direct Material Con- 5^00,000 By Sales 1,20,000 
sumption Units 

” Direct Wages 30,00,000 at Rs. 100 per 

unit= 

Prime Cost K $00,000 

" Factory Overheads at 
20% on Prime Cost 17,20,000 

Factory Cost ^^-,000 

Less : Closing WIP 2,40,000 


^ 1,20,00,000 


Factory Cost of 
1,24,000 Units 
Admn. Overheads 
1,24,000x6 = 


^ 80,000 

7,44,000 

Cost of Production 1,C&24,000 
of 1,24,000 Units * 

(Rs. 87.2903 per unit). 

Less : Closing finished Stock 

4,000 X 87.2903 = 3,49,161 




74,839 


Cost of goods sold 
1,20,000 Units 
S and D Overheads 
1,20,000x8= 9,60,000 


Total Cost or Cost of a 

Sales 1,20,000 
Units ' ___ 

Profit 4 4,65,161 




1,20,00,000 
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Financial P and L A/c. 



Rs. 


Rs. 

To Direct Materials 


By Sales 

1,20,00,000 

consumption 

50,00,000 

” Closing Stock. 


” Direct Wages 

30,00,000 

Finished Stock 

3,20,000 

” Factory Overheads 

16 , 00,000 

W.l.P. 

2,40,000 

” G.P. 

29,60,000 



1,25,60,000 


1,25,60,000 



By G.P. 

29,60,000 

To Admn. Overheads 

7,00,000 

” Dividends received 1,00,000 

” S and D 

9,60,000 

” Interest on deposits 

” Bad debts 

80,000 

received 

20,000 

” Preliminary Exp. 

40,000 



w/o. 




” Legal charges 

10,000 



” Net Profit 

12,90,000 




30,80,000 30,80,000 


Reconciliation Statement 


Profit as per Cost a/cs. 

Add : Dividends reed. : taken in financial 
but not in Cost a/cs. 

Interest on deposits : 

Direct Materials consumed excess in 
Cost a/cs. . 

Factory Overheads: Over-absorbed in 
Cost a/cs. 

Admn. Overheads : 


Rs. 

5,65,161 


1,00,000 

20,000 

6,00,000 

1,20,000 

44,000 8,84,000 


14,49,161 


Less : Bad debts: taken in financial a/cs. but not in 

Cost a/cs. 80,UUU 

Preliminary Exp. ” ” ” >’ 40,000 

Legal charges ” ” ” ” 10,000 

Difference in Closing finished Stock 

valuation i.e., higher value in Cost a/cs. 29,161 


3,49,161—3,20,000 
Profit as per financial a/cs. 


1,59,161 


— 12,90,000 
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(fa. 9. In the cost ledger of a Firm, the following balances appear: 

Opening Closing 

Balances Balances 

Rs. Rs. 


Store Ledger Control A/c. 
W.'I.P. Control A/c. 
Finished Stock Control A/c. 
• 

Transactions for the year : 

Purchase of Raw Materials 
Wages: Direct 

Indirect 

Factory overhead Expenses 


10,000 7,500 

1?,500 13,500 

3,500 4,000 

Rs. 

55,000 

79,000 

21,000 

- 1,00,000 

: Incurred 36 : 000 

absorbed 55,000- 

Incurred 12,500 

absorbed 12,400 

Incurred 7,500 

absorbed 7,600 

2,65,000 


Administration overhead Expenses : 

Selling Overhead Expenses : 

Sales . . • 


Show the relevant accounts in the Cost Ledger and also prepare 


the Costing Profit and Loss A/c. 


( C.U.M . Com. 1985\ 


Ans. 1. Store 

Ledger Control (SLC) A/c. 



Rs. 


Rs. 

To Balance b/d. 

10,000 

By WIP a/c. 

57,500 

” GLA—Purchases 

55,000 

” (balancing figure) 

” Balance c/d. 

7,500 


65,000 


65,000 

2. 

W.I.P. 

Control A/c. 



Rs. 


Rs. 

To Balance b/d. 

15,500 

By F.S.C. a/c. 

1,93,500 

” S.L.C. a/c. 

57,500 

” (balancing figure) 

13,500 

” Wages Control a/c. 

79,000 

” Balance c/d. 


” FoH a/c. 55,000 


2,07,000 


2,07,000 





396 


rathnam’s cost and management accounting 


3. Finished Stock Control (F.S.C.) A/c. 



Rs. 

Rs. 

To Balance'b/d. 
” WIP a/c. 

” AoH a/c. 

3,500 By CoS a/c. 

1,93,500 (balancing figure) 

12,400 *’ Balance c/d. 

2,05,400 

4,000 


2,0°,400 

2,09,400 


4. Wages Control A/c. 

Rs. 

Rs. 

To GLA a/c. 

1,00,000 By WIP a/c. 

•• FoH a/c. 

79,000 

21,000 


1,00,000 

1,00,000 

5. 

Factory Overhead Control FoH A/c. 

Rs. 

Rs. 


To Wages Control a/c. 21,000 By WIP a/c. 55,000 

” GLA—exp. 36,000 (absorbed) 

” P & L a/c. 2,000 

(under absorbed) 



57,000 

57,000 

9. Admn 

. Overhead Control (AoH) A/c. 

Rs. 

Rs. 

To G.L.A.—exp. 

12,500 By F.S.C. a/c. 

(absorbed) 

” P and L a/c. 
(underabsorbed) 

12,400 

100 


12,500 

12,500 

7. Selling Overhead Control (SoC) A/c. 

Rs. 

Rs. 

To G.L.A.—exp. 

” P and L a/c. 
(Overabsorbed 

7,500 By CoS a/c. 

100 (absorbed) 

7,600 


7,600 

7,600 
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8. 

Cost of Sales (CoS) A/c. 



Rs. 

Rs. 

To FSC a/c. 

” SOC a/c. 

2,05,400 By Costing P & L a/c. 
7,600 

2,13,000 


2,13,000 

2,13,000 

9. 

General Ledger Adj—(GLA) A/c. 



Rs. 

Rs. 

To Costing P & L a/c. 2,65,000 By Balance b/d. 29,000 

” Balance b/d. 25,000 10,000+15,500+3,500 

” SLC a/c. 55,000 

” Wages Control 1,00,000 

” FoH 36,000 

” AoH 12,500 

” SoC 7,500 

” Costing P & L a/c. 50,000 


2,90,000 

2,90,000 


10. Costing P & L A/c. 



Rs. 

Rs. 

To Cost of Sales 
” FoH a/c. 

” AoH a/c. 

” GLA—Profit 

2,13,000 By GLA—Sales 

2,000 M SoC a/c. 

100 

50,000 

2,65,000 

100 


2,65,100 

2,65,100 

10. The following balances appeared in the books of Jay 
Engineering Company Ltd. at the beginning of the financial year. 


Rs. 

Rs. 

General Ledger adjustment account 

Stores ledger control account 8,751 

Work in progress ledger control account 4,287 

Finished goods ledger control account 2,199 

15,237 


15,237 

15,237 
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At the end of the year, the following information is supplied: 



Rs. 

Rs. 

Purchases for stores 


57,640 

Purchases for special jobs 

Direct Wages 

38,627 

1,750 

Indirect factory wages 

9,543 


Administrative salaries 

6,731 

59,153 

Selling and distribution salaries 

4,252 


Production expenses 12,432 

Administration expenses 8,546 

Selling and distribution expenses 5,437 

Stores issued to production 54,701 

Stores issued for maintenance 2,4/h 

Returns to suppliers 207 

Production overhead absorbed by production 24,500 

Administration overhead absorbed by finished goods 15,250 

Selling overhead recovered on sales 

Products finished during the year i U oao 

Finished goods sold at cost i 

Sales 

You are required to record the entries in the cost ledger and pre¬ 
pare a trial balance. . 

( B . Com., Punjab University, April , 1981) 

Ans. Stores Ledger Control A/c (SLC) 



Rs. 


Rs. 

To Balance b/d. 

,, GLA—Purchases 

8,751 

57,640 

By W1P a/c. 

„ POH a/c. 

„ GLA—returns 
„ Balance c/d. 

54,701 

2,476 

207 

9,007 


66,391 


66,391 

Work-in-Progress Ledger 

Rs. 

Control A/c (WIP) 

Rs. 

To Balance b/d. 

„ GLA—Purchases 
„ SLC a/c. 

„ WC a/c. 

„ POH a/c 

4,287 

1,750 

54,701 

34,627 

By FGL a/c. 

„ Balance c/d. 

1,17,717 

6,148 


1,23,865 


1,23,865 
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Finished goods ledger Control A/c (FGL) 

Rs. 

Rs. 

To Balance b/d. 

„ WIP a/c. 

,, AOH a/c. 

2,199 By Cost of Sales a/c. 
1,17,717 „ Balance c/d. 

15,250 

1,32,292 

2,874 


1,35,166 

1,35,166 

General Ledger Adjustment A/c. (GLA) 

Rs. 

Rs. 

ToSLCa/c. 

„ Costing P & L a/d. 
Sales 

Balance c/d. 

207 By Balance b/d. 

1,50,000 „ S.L.C. 

18,029 „ WIP 

„ wc 

„ PoH 
„ AoH 
„ S & DoH 
„ Costing P and L ; 
N.P. 

15,237 

57,640 

1,750 

59,153 

12,432 

8,546 

5,437 

a/c. 

8,041 


1,68,236 

1,68,236 

Wages Control A/c (WC) 

Rs. 

Rs. 

To GLA a/c. 

59,153 By WIP 
„ PoH 
„ AoH 
„ S & DOH 

38,627 

9,543 

6,731 

4,252 


59,153 

59,153 

Production Overhead A/c (PoH) 



Rs. 

Rs. 

To SLC a/c 
„ WC a/c. 

„ GLA—exp. 

„ Costing P & L a/c. 

—Over absorption 

2,476 By WIP 

9,543 

12,432 

49 

24,500 


24,500 

24,500 
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Admn Overhead A/c. (AOH) 

Rs. Rs 


To WC a/c. 

„ GLA—exp. 

6,731 

8,546 

By FGL a/c. 

,, Costing P Sc L a/c.— 
under absorption 

15,250 

27 


15,277 


15,277 

Selling and Distribution Overhead A/c (S & DOH) 

Rs. 

Rs. 

To WC a/c. 

„ GLA exp. 

4,252 

5,437 

By CoS a/c 
„ Costing P & L a/c.- 
under absorption 

9,600 

89 


9,689 


9,689 


Cost of Sales a/c (COS) 

Rs. 

Rs. 

To FGL a/c. 

„ S and DOH a/c. 

1,32,292 

9,600 

By Costing P & L a/c 1,41,892 


1,41,892 


1,41,892 


Costing P & L A/c 

Rs. 

Rs. 

To Cost of Sales a/c. 

„ AOH a/c. 

„ S and DOH etc. 

„ GLA—Net Profit 

1,41,892 

27 

89 

8,041 

By GLA—Sales 
„ POH a/c. 

1,50,000 

49 


1,50,049 


1,50,049 


Trial Balance as at the End of the Year 



Dr. 

Rs. 

Cr. 

Rs. 

GLA a/c. 

SLC a/c. 

WIP a/c. 

FGL a/c. 

9,007 

6,148 

2,874 

18,029 

Total 

18,029 

18,029 


Note: 


The under absorption and overabsorption of overheads 
have been transferred to costing P and L a/c. 
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Q. 11. Sankalp Industries absorbs factory overhead costs at 
Rs. 2.50 per direct labour hour. Both opening and closing balances 
of work-in-progress and finished goods inventories are zero. 

The following data are available for the year 1982 and the fact 
that all goods produced have been sold: 

Rs. 


Direct Labour Hours used 50,000 

Direct Labour Cost 1,00,000 

Indirect Labour Cost 25,000 

Indirect Materials Cost 10,000 

Depreciation of Plant and Equipment 50,000 

Miscellaneous Factory Overheads 50,000 


Assuming that all goods produced have been sold— 

(i) Calculate factory overheads incurred and factory overheads 
absorbed; and 

(ii) Pass a journal entry for disposing of over-absorbed or under- 
absorbed factory overheads. 

[B. Com., (Hons.) Delhi, 1983] 


Ans: 

(i) Factory overheads incurred: . 

Rs. 

Indirect Labour Cost 25,000 

Indirect Material Cost 10,000 

Depreciation of Plant and Equipment 50,000 

Misc. Factory overheads 50,000 

1,35,000 

Less: Factory overheads absorbed 

at Rs. 2.50 per Direct labour hour 

i e. 50,000x2.50= 1,25,000 

Underabsorption of Factory overheads 10,000 


Factory overhead Control A/c. 


To wages control a/c. 
„ SLC a/c. 

,, GLA a/c. 

» » » 


Rs. _ Rs. 

25,000 ByWIPa/c 1 1,25,000 

10,000 „ (absorbed) J 

50,000 

50,000 


Total Incurred 


1,35,000 



402 


rathnam’s cost and management accounting 


(ii) Journal 
overheads: 


entry for disposing of under-absorbed factory 


(a) In case of applying supplementary overhead rates 

Work-in-progress a/c. Dr. 10,000 

To Factory overhead control a/c 10,000 

(b) In case of transfer to 
Costing P and L a/c: 

Costing P and L a/c Dr. 10,000 

To Factory overhead Control a/c. 10,000 

(c) In case of transfer to next year: 

No Journal entry is required except that the balance of 
Rs. 10,000 in the Factory overhead Control a/c is to be 
carried forward to next year. 

Q. 12. The balances in the cost ledger of a manufacturing com¬ 
pany as on 1st April 1978 were as follows: 



Rs. 

Stores ledger control 

7,560 

Work-in-progress (at factory cost) 

12,600 

Finished stock (at Factory cost) 

2,250 

Cost ledger control 

27,410 

You are given the following information for the year 
March 1979: 

i *'* 

ended 31st 

Rs. 

Purchase of materials 

43,200 

Direct labour 

61,200 

Manufacturing expenses 

36,216 

• Materials issued 

42,480 

Selling expenses 

5,760 

, . Manufacturing expenses recovered 

35,700 

Selling expenses recovered 

5,610 

Sales 

1,48,800 

Stock of finished goods 31-3-1979 
(at factory cost) 

3,390 

.Work in Progress (31-3-1979) 

(at factory cost) 

16,920 


There were no loss, wastage of materials or partly finished goods. 

(i) Show the accounts in the cost ledger for the year ended 
31-3-1979. 

(ii) Prepare the Costing Profit and Loss Account for the year 
ended 31-3-1979. 


(A/. Com., Andhra, 1979\ 
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Rs. 

To Balance b/d. 7,560 

„ C.L.C. a/c—Purchases 43,200 

By WIP a/c 
„ Balance c/d. 

42,480 

8,280 


50,760 


50,760 


Work in Progress A/c (W.I.P) 

Rs. 

Rs. 

To Balance b/d. 

,, S.L.C. a/c. 

„ W.C. a/c. 

„ P.O.H. a/c. 

12,600 

42,480 

61,200 

35,700 

By Finished Stock a/c 
(Balancing figures) 
„ Balance c/d. 

1,35,060 

16,920 


1,51,980 


1,51,980 


Finished Stock A/c. 

Rs. 

Rs. 

To Balance b/d. 
„ W.I.P. a/c. 

2,250 

1,35,060 

By C.O.S. a/c. 

(balancing figure) 

„ Balance c/d. 

1,33,920 

3,390 


1,37,310 


1,37,310 


Cost Ledger Control A/c. (C.L.C.) 

Rs. 

Rs. 

To C.L.C. a/c.- 
„ Balance c/d. 

•Sales 1,48,800 

28,590 

By Balance b/d. 22,410 

„ S.L.C. a/c. 43,200 

„ W.C. a/c. 61,200 

„ P.o.H. a/c. 36,216 

„ S and D.o.H. a/c. 5,760 

„ Costing P and L a/c.— 

Profit 8,604 


1,77,390 


1,77,390 


Production Overhead A/c. (P.O.H.) 

Rs. 

Rs. 

To C.L.C. a/c. 

36,216 

By W.I.P. a/c 35,700 

„ Costing P and L a/c. 516 


3o,216 

36,216 
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Selling and Distribution Overhead A/c (S. & D O.H.) 



Rs. 

Rs. 

To C.L.C. a/c 

5,760 By C.O.S. a/c. 

5,610 


,, Costing P and L a/c. 

150 


5,760 

5,760 

Wages Control A/c. (W.C.) 



Rs. 

Rs. 

To C.L.C. a/c 

61,200 By W.I.P. a/c 

61,200 


Cost of Sales (C.O.S.) 



Rs. 

Rs. 

To Finished Stock a/c. 

1,33,920 By Costing P and L 


„ S and D.O.H. a/c. 

5,610 a/c 

1,39,530 


1,39,530 

1,39,530 


(ii) Costing P and L A/c. 



Rs. 

Rs. 

To C.O.S. a/c. 

1,39,530 By C.L.C. a/c— 

1,48,800 


Sales 


„ P.O.H. a/c. 

516 


„ S. and D.O.H. a/c. 

150 


„ C.L.C. a/c— 



Profit 

8,604 



1,48,800 

1,48,800 

Note: Trial Balance as on 31-3-79: 


Particulars 

Dr. 

Cr. 


Rs. 

Rs. 

S.L.C. a/c. 

8,280 


W.I.P. a/c. 

16,920 


Finished Stock a/c. 

3,390 


C.L.C. a/c. 


28590 

Total: 

28,590 

28,590 
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Q. 13. As on 31st March 1979, the following balances are extrac¬ 
ted from company’s Cost Ledger: 


Stores Ledger Control a/c. 
Work-in-Progress Control A/c. 
Finished Stock Ledger Control a/c 
Manufacturing Overhead Control a/c. 
Cost Ledger Control a/c. 


Dr. 

Rs. 


3,01,435 

1,22,365 

2,51,945 


6,75,745 


Cr. 

Rs. 


10,525 

6,65,220 

6,75,745 


Finished products manufactured at Cost 

Manufacturing overhead incurred 

Raw materials purchased 

Factory wages 

Indirect labour 

Cost of sales 

Materials issued to production 
Sales returns at cost 
Materials returned to suppliers 
Manufacturing overheads charged 
production 


2,10,835 

91,510 

1,23,000 

50,530 

21,665 

1,85,890 

1,27,315 

5,380 

2,900 

77,200 


You are required to write up the accounts 

(M. Com. Utkal, 1980) 


Ans: 


To Balance b/d. 

„ CLC a/c— 

Purchases 


Stocks Ledger Control A/c. (S.L.C.) 

Rs. __ 

3,01,435 By W.I.P. a/c. 

„ CLC-a/c Returns 
1,23,000 ,, Balance c/d. 


4,24,435 


Rs. 


1,27,315 

2,900 

2,94,220 


4,24,435 


To Balance b/d. 
„ S.L.C. a/c. 

„ W.C. a/c. 

„ MOHa/c. 


Work-in-progress (W.I.P.) 


Rs. Rs - 


1,22,365 ByF.S.L. A/c. 2,10,835 

1,27,315 „ Balance c/d. 1,66,575 

50,530 
77,200 


3,77,410 3,77,410 
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Finished Stock Ledger Control A/c (F.S.L.) 



Rs. 

Rs. 

To Balance b/d. 

„ W.I.P. a/c. 

„ COS a/c.— 
returns 

2,51,945 By COS a/c. 

2,10,835 „ Balance c/d. 

5,380 

1,85,890 

2,82,270 


4,68,160 

4,68,160 


Cost of Sales (CoS A/c.) 



Rs. 

Rs. 

To FSL a/c. 

1,85,890 By FSL a/c. 

„ Balance c/d. 

5,380 

1,80,510 


1,85,890 

1,85,*90 

Manufacturing Overhead Control A/c (MOH) 



Rs. 

Rs. 

To CLC a/c. 

„ W.C. a/c. 

91,510 By Balance b/d. 
21,665 „ W.I.P. a/c. 

„ Balance c/d. 

10,525 

77,200 

25,450 


1,13,175 

1,13,175 


Cost Ledger Control A/c. (C.L.C.) 



Rs. 

Rs. 

To S.L.C. a/c. 

„ Balance c/d. 

2,900 By Balance b/d. 
9,49,025 „ S.L.C. a/c. 

„ W.C. a/c. 

„ M.O.H. a/c. 

6,65,220 

1,23,000 

72,195 

91,510 


9,51,925 

9,51,925 


Wages Control A/c. (W.C.) 



Rs. 

Rs. 


To C.L.C. a/c. By W.I.P. a/c. 50,530 

50,530+21,665 72,195 „ M.O.H. a/c. 21,665 


72,195 


72,195 
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q. 14 . The following balances are extracted from a cost ledger 
as on 1st March 1979: 


Stores Ledger Control Account 
Work-in-progress control account 
Factory overhead control account 
Admn. overhead control account 
Finished stock control account 
Cost ledger control account 


Dr. 

Cr. 

Rs. 

Rs. 

17,634 

22,434 

436 

106 

. 

12,629 

52,367 

52,803 

52,803 

: ensuing 

six months 


Rs. 

84,260 


as follows: 

Finished goods (at cost) 

Factory expenses (incurred) 

Admn. expenses allocated to production 
Salaries and wages paid: 

Direct labour allocation 
Factory salaries 
Office salaries 
Stores purchased 
Admn. expenses incurred 
Goods sold (at cost) 

Stores issued to production 
Factory expenses allocated to production 

You are required to prepare the various accounts in the cost 
ledger from the above information. Also prepare a trial balance. 

(B. CornPunjab , 1980) 


4,318 

3.210 

12,638 

5.210 
1,624 

51,326 

1,216 

85,615 

61,434 

8,884 


Ans. Stores Ledger Control A/c (SLC) 



Rs. 

Rs. 

To balance b/d 
„ CLC a/c 

17,634 By W in P a/c 
51,326 „ Balance c/d 

61,434 

7,526 


68,960 

68,960 

To Balance b/d 

7,526 
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Work-in-Progress A/c (W in P) 



Rs. 

Rs. 

To Balance b/d 
„ SLC a/c 
„ WC a/c 
„ FOH a/c 

22.434 By FSC a/c 

61.434 „ Balance c/d 
12,638 

8,884 

84,260 

21,130 


1,05,390 

1,05,390 

To Balance b/d 

21,130 



Factory overhead control A/c (FOH) 



Rs. 

Rs. 

To CLC a/c 
„ WC a/c 

4,318 By Balance b/d 
5,210 „ W in P 

„ Balance c/d 

436 

8,884 

208 


9,528 

9,528 

To balance b/d 

208 



Admn. overhead control A/c (AOH) 



Rs. 

Rs. 

To Balance b/d 
„ CLC a/c 
„ WC a/c 
„ Balance b/d 

106 By FSC a/c 

1,216 

1,624 

264 

3,210 


3,210 

3,210 


Wages Control A/c (WC) 



Rs. 

Rs. 

To CLC a/c 

By WIP a/c 

12,638 

12,638+5,210-!-1,624 

19,472 „ FOH a/c 

5,210 

„ AOH a/c 

1,624 


19,472 


19,472 
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To Balance b/d 
„ W in P a/c 
„ AOH a/c 

12,629 By COS a/c 

84,260 „ Balance c/d 

3,220 

85,615 

14,484 


1,00,099 

1,00,099 

To Balance b/d 

14,484 



Cost Ledger Control A/c (CLC) 



Rs. 

Rs. 

To CP & L a/c— 
Sales (assumed) 

„ Balance c/d 

i 

1,00,000 By Balance b/d 

43,084 „ FOH a/c 

„ WC a/c 
„ SLC a/c 
„ AOH 

„ CP & L a/c—Net profit 

52,367 

4,318 

19,472 

51,326 

1,216 

14,385 


1,43,084 

1,43,084 


By Balance b/d 

43,084 


Cost of Sales A/c (COS) 



Rs. 

Rs. 

To FSC a/c 

85,615 By CP &L a/c 

85,615 


Costing P and L Account (CP and L) 



Rs. 

Rs. 


To COS a/c 
„ CLC a/c—net profit 


85,615 By CLC a/c—Sales 

14,385 (assumed) 1,00,000 


1,00,000 


1,00,000 
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Trial Balance as on 31 August 1979 



Dr. 

Cr. 


Rs. 

Rs. 

Stores ledger control a/c 

7,526 


Work-in-Progress ledger control a/c 

21,130 


Factory overhead control a/c 

208 


Admn. overhead control a/c 


264 

Finished stock control a/c 

14,484 


Cost ledger control a/c 


43,084 

Total 

43,348 

43,348 


In a factory, two types of radios are manufactured viz. 
Janatha and Elite. From the following particulars prepare a state¬ 
ment showing the cost and profit per radio sold. There is no closing 
or opening stock of radio. 



Janatha 

Elite 


Rs. 

• 

Rs. 

Labour 

1 5,600 

69,92C 

Materials 

27,300 

1,08,680 


Works expenses are charged at 80% on Labour and Office expen¬ 
ses at 15% on Works Cost. The selling price of both models is 
Rs. 1,000. 78 Janatha and 286 Elite were sold. You are required to 
find out the profit as per financial accounts also assuming that the 
actual works expense's amounted to'*Rs. 64,020 and the office expenses 
amounted to Rs. 46,800. Also reconcile'the profits shown by Cost 
Accounts and Financial Accounts. 


(A/. Com., S.V.y 1981) 
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Cost Sheet 


Particulars 

Janatha 

Elite 

Total 

Radios Manufactured and Sold 

78 

286 

374 

Rs. 

Rs. 

Rs. 

Materials 

27,300 

1,08,680 

1,35,980 

Labour 

15,600 

69,920 

85,520 

Direct expenses 

— 

— 

’ 

Prime cost 

42,900 

1,78,600 

2,21,500 

Works exp. 80% on labour 

12,480 

55,936 

68,416 

Works cost: 

55,380 

2,34,536 

2,89,916 

Office expenses at 15% on 
works cost 

8,307 

35,180 

43,487 

Total cost 

63,687 

2,69,716 

3,33,403 

Sales at Rs. 1,000 each 

78,000 

2,86,000 

3,64,000 

Profit 

14,313 

16,284 

30,597 


63.687 

269716 


Cost per radio 

78 

286 



= 816.50 

=943.06 



14313 

16284 


Profit per radio 

78 

286 



==Rs. 183.50 

=Rs. 56.94 


Trading and P and L Account 

Rs. _ 

To Materials 1,35,980 By Sales 


>, Labour 

85,520 

„ Works expenses 

64,020 

Office expenses 

46,800 

„ Net profit 

31,680 


3,64,000 


Rs. 

3,64,000 


3,64,000- 
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Reconciliation Statement 



Rs. 

Profit as per cost accounts 

30,597 

Add: Over-absorption of works expenses 

Rs. 68,416—Rs. 64,020 

4,396 


34,993 

Less: Under-absorption of office expenses 

Rs. 46,800—43,487 = 

3,313 

Profit as per financial accounts; 

31,680 


The following is the Trading and Profit and Loss Account 
-of Vikas Electronics for the year ended 31st December, 1984: 


>> 




» 


>> 





Rs. 


Rs. 

Materials Consumed 

12,000 

By Sale (350 Units) 

70,000 

Direct Wages 

4,000 

„ Finished Stock 


Works Expenses 

12,000 

(50 Units) 

3,500 

Administrative Expenses 

12,000 

,, Interest received 

1,500 

Goodwill written off 

4,000 



Discount on Debentures 




written off. 

3,000 



N/P 

28,000 




75,000 


75,000 


The Company’s cost records show that: 

(i) Works Overhead have been recovered at 100% on prime costs. 

(ii) Administrative Overheads have been recovered at 25% of 
factory cost. 

Prepare: 

(i) A statement of cost indicating net profit; and 

(ii) A statement reconciling the profit as disclosed by cost 
accounts and that shown in financial accounts. 

[B. Com . (Pass), Delhi, 1985] 
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Ans. 


(i) Statement of Cost and Profit 

Production=350+50=400 Units. 


Materials consumed 
Direct Wages 

Prime Cost # 

Works Overhead at 100% of Prime Cost 


Works Cost . _ 

Admn. Overheads at 25% of Works Cost 


Cost of Production of 400 Units 

(Cost per Unit=-^-=Rs- lOo) 

Less : Closing finished Stock 50 Units at Rs. 100 = 

Cost of goods sold 350 units 
Sale of 350 units 


Profit on 350 Units 


(ii) Reconciliation Statement 


Profit as per Cost Accounts 
Add : Works Overhead overabsorbed in 
cost a/cs. 16,000— 12 , 000 = 

Interest received taken in Financial a/cs 
but not in Cost a/cs. 


4,000 

1,500 


Less: Admn. Overheads underabsorbed 

in Cost a/cs. . . t . 7 OUO 

Goodwill written off in Financial a/cs. 4,UUU 

Discount on Debentures Written off in 

Financial a/cs. only. 3 > uuu 

Difference in Closing finished stock valuation 
i.e., higher valuation in Cost a/cs. 

5,000—3,500= 1>5C0 


41? 


Rs. 

12,000 

4,000 


16,000 

16,000 


32,000 

8,000 


40,000 


5,000 


35,000 

70,000 


35,000 


Rs. 

35,000 


5,500 

40,500 


12,500 

28,000 


Profit as per Financial a/cs. 
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Q. 17. In a factory, two types of air coolers are manufactured, 
viz., Kohinoor and Shahjad. From the following particulars, prepare 
a statement showing cost and profit per air coolers sold. There is no 
opening or closing stock. 

Kohinoor Shahjad 

Rs. Rs. 

Labour 23,400 1,04,880 

Materials 54,600 2,17,360 

Works expenses are charged at 80% on labour and office expen¬ 
ses at 15% on works cost. The selling price of both the types of air 
coolers is Rs. 1,900. 78 Kohinoor and 286 Shahjad air coolers were 
sold. 

Find out profit as per the cost accounts and financial accounts 
assuming the actual total works expenses amounted to Rs. 1,35,000 
and Office expenses to Rs. 75,0C0. 

(B. Com., Osmania , Oct. I Nov. 1983) 

Ans. Statement of Cost and Profit 


Particular Kohinoor Shahjad 


Production & Sales—Units 

78 

286 

Total 


Per 

Amount. 

Per 

Amount. 

Amount 


unit 


unit. 




Rs. 

Rs. 

Rs 

Rs. 

Rs. 

Materials 

700 

54,600 

760.00 

2,17,360 

2,71,960 

Labour 

300 

23,400 

366.71 

1,04,880 

1,28,280 

Direct expenses 

— 

— 

— 

■ 


Prime Cost 
Works expenses 

1,000 

78,000 

1,126.71 

3,22,240 

4,00,240 

at 80% on 
Labour Cost 

240 

18,720 

2,293.37 

83,904 

1,02,624 

Works cost 

1,240 

96,720 

1,420.08 

4,06,144 

5,02,864 

Office exp. at 
15% on 
Works Cost 

186 

14,508 

213.02 

60,922 

75,430 

Total Cost 

1,426 

1,11,228 

1,633.10 

4,67,066 

5,78,294 

Sales 

1,900 

1,48,200 

1,900.00 

5,43,400 

6,91,600 

Profit 

474 

36,972 

26,690 

76,334 

1,13,306 
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Trading and P and L A/c 

Rs. 

Rs. 

To Materials 
„ Labour 
„ Works exp. 

„ Gross Profit c/d. 

2,71,960 

1,28,280 

1,35,000 

1,56,360 

By Sales 

~ 6,91,600 


6,91,600 


6,91,600 

To Office Exp. 

„ Net Profit 

75,000 

81,360 

By Gross Profit b/d. 

1,56,360 


1,56,360 


1,56,360 


Profit as per Cost a/cs Rs. 1,13,306 
Profit as per Financial a/cs Rs. 81,360. 

A Q lR^PlTSm the following particulars of Hind Traders, calculate 
tneprofit in (i) financial accounts, (ii) cost accounts (in) reconcilia¬ 
tion statement reconciling the profit as between cost accounts and 
financial accounts showing clearly the reasons for the variation of the 
two profit figures: 

Rs. 

Cf,i es ... 15,000 


Purchase of raw materials ••• 4,000 

Closing Stock of raw materials ... 1,000 

Direct wages ••• 2,000 

Factory expenses ••• 2,000 

Preliminary expenses written off ••• 250 

Dividend received from Unit 

Trust of India ••• 100 

Profit on the sale of Investments ... 500 

Penalty for the evasion of Income tax ... 200 

;Selling expenses ••• 850 

Distribution expenses ••• 400 


' In. cost accounts works overhead was recovered at 150% of direct 
wages. Selling overhead recovered Rs. 700. Distribution. overhead' 
^recovered Rs. 500. 


( B . Com.y Punjab University , September , 1982) 



416 


RATHNAM’S COST AND MANAGFMENT ACCOUNTING 


Ans. (i) 

Trading and P and L A/c. 

Rs. 

Rs. 

To Purchases 

4,000 By Sales 

15,000 

„ Direct wages 

2,000 „ Closing Stock 

1,000 

„ Factory exp. 

2,000 


„ Gross Profit c/d. 

8,000 



16,000 16,000 


To Selling exp. 

850 

By Gross Profit b/d 

8,000 

„ Distribution exp. 

400 

,, Dividends from UT1 

100 

„ Preliminary exp. 


„ Profit on sale of 


written off 

250 

Investments 

500 

„ Penalty for evasion of 




I.T. 

200 



„ Net Profit 

6,900 




8,600 


8,600 


(j|) Statement of Cost and Profit 

Purchase of raw materials 4,000 

Less: Closing stock of raw materials 1,000 

Raw materials consumed 
Direct wages 
Direct exp. 

Prime Cost 

Factory exp.—150% of Direct wages 

Works cost or factory cost 
Admn. exp. 

Cost of Production 
Selling exp. 

Distribution exp! 

Cost of Sales or Total Cost 
Sales 


3,000 

2,000 


5,000 

3,000 


8,000 

nil 


8,000 

700 

500 


9,200 

15,000 


5,800 


Profit 



RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 

(iii) Reconciliation Statement (with reasons for variation) 

Rs. 

profit as per Cost A/cs. 

Add' 1. Overabsorption of Factory exp. 

in cost a/cs 3,000—2,000= 1,000 

2 . 'Overabsorption of 

Distribution 

exp. in cost a/cs 500—400=100 

3. Income taken in 
financial a/cs & not in 
cost a/cs: 

(a) Dividend received 

from UTI 100 

(b) Profit on Sale of 500 

Investments - 
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5,800 


1,700 

7,500 


Less : 1. Underabsorption of 
Selling exp. 

in cost a/cs. 850—700=150 
2. Exp. Taken in 
financial a/cs and 
not in cost a/cs: 

(a) Preliminary exp. 

written off 250 

(b) Penalty 200 


600 


Profit as per financial a/cs. 


6,900 


/\_Q<4^The following is a summary of the Trading and Profit and 
Loss Account of ABC Ltd. for the year ending December 31st 1982: 


Rs. 


Material consumed 68,500 

Wages 37,750 

Factory expenses 20,7 50 

Administration expenses 9,560 

Selling & distribution 

expenses 11 >250 

Preliminary expenses w/o 1,000 


Rs. 

Sales (60,000 units) 1,50,000 
Finished Stock 

(2,000 units) 4,000 

Work-in-progress— 

Materials 1,600 

Wages * 900 

Factory 

expenses 500 


Dividends 


3,000. 
450 * 
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Goodwill w/o 500 

Net Profit 8,140 


1,57,450 


1,57,450 


In the cost accounts, factory expenses have been allocated to 
production at 20% of prime cost, administration expenses at 
Rs. 0.20 per unit. 

Ascertain the net profit shown by the cost accounts, and reconcile 
it with that of financial accounts. 

( B . Com., Punjab University, April 1981) 

Ans: Cost Sheet 


_ Particulars 

Material Consumed 
Wages 

Direct Expenses 


Production 62,000 Units 
_ Rs. 

68,500 

37,750 


Prime Cost 1,06,250 

Factory exp. at 20% of Prime Cost 21,250 

Works Cost 1,27,500 

Add: Opening W.I.P. Nil 

Less : Closing W.I.P. Prime Cost 

Rs. 2,500 -f Factory exp. at 

20% of Prime Cost i.e., Rs. 500 3,000 


Works Cost of 62,000 Units 1,24,500 

Add: Adm. Exp. at Rs. 0.20 per unit 

on 62,000 units 12,400 

Cost of Production of 62,000 Units i.e., 

Rs. 2.2081 per unit 1,36,900 

Add: Opening Stock of finished goods Nil 

Less: Closing Stock of finished goods 
(see note) 

2,000X2.2081 4,4 l(v 


Cost of Production of 60,000 units 


1,32,484 


RECONCILIATION 


OF COST AND FINANCIAL ACCOUNTS 
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Add: S & D exp. at Re. 0.20 per unit 

(assumed) on 60,000 units 

Cost of Sales or Total Cost of 60,000 units 
Sales of 60,000 units 

Profit on 60,000 units 


12,000 


1,44,484 

1,50,000 


5,516 


Reconciliation Statement 


Profit as per cost a/cs. 

Add'. Factory exp. overabsorbed 
A 2 1,2 50—20,750 = 

Admn. exp. overabsorbed 

12,400—9,560 = 

S & D exp. overabsorbed 

12,000—11,250 = 

Dividends taken in financial 
a/cs. but not in Cost a/cs. 


500 

2,840 

750 

450 


Less: 

Preliminary exp w/o 
in financial a/cs & not in 


Cost a/cs. 

1,000 

Goodwill w/o in financial a/cs 


but not in cost a/cs. 

500 

Closing Stock of finished goods 


more valued in cost a/cs 


4,416—4,000 

416 


Rs. 

5,516 


4,540 

10,056 


1,926 


Profit as per financial a/cs. 


Note: Closing stock of finished goods should be valued at cost of 
production i.e., at Rs. 2.2081 per unit m this case. 

LC^Z^fThe net profits of a business house according to financial 
accounts were Rs. 84,377 while profits showed by cost accounts were 
Rs 1,06,200 for the same year. Prepare Reconciliation Statement to 
reconcile both the profits from the following information: 
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(i) Depreciation charged in financial accounts Rs. 5,600 while 
recovered in cost accounts Rs. 6,250. 

(ii) Works overheads under-absorbed in cost accounts Rs. 1,560 
while office overheads over-recovered in cost accounts Rs. 850. 

(iii) Interest on loan not included in cost accounts Rs. 4,000. 

(iv) Loss due to obsolescence charged in financial accounts 
Rs. 2,850. 

(v) Bank Interest and Dividend received Rs. 375. 

(vi) Income-tax paid Rs. 20,150. 

(vii) Loss due to depreciation in inventories charged in financial 
accounts Rs. 3,375. 

(viii) Stores adjustment (credited in financial accounts) Rs. 237. 

(B. Com. Delhi , 1983) 


Ans. 


Reconciliation Statement 


Profit as per Cost a/cs. 

Add: (0 Depreciation over-recovered 

in Cost a/cs. 6,250—5,t>UU— 

(ii) Office overheads over- 
recovered in Cost a/cs. 

(iii) Interest on loan not included 
in cost a/cs. 

(v) Bank Interest and Dividends 
received taken in financial 
a/cs. only 

(viii) Stores adjustment credited in 
financial accounts only 


650 

850 

4,000 

375 

237 


Less: 


(ii) Works overheads under- 
absorbed in Cost a/cs. 

(iv) Loss due to obsolescence 

charged in financial a/cs. and 
not in cost a/cs. 

(vi) Income-tax taken in financial 
a/cs. and not in Cost a/cs. 

(vii) Loss due to depreciation in 
Inventories charged in 
financial a/cs. only 


1,560 

2,850 

20,150 

3,375 


Rs. 

1,06,200 


6,112 

1,12,312 


27,935 


84,377 


Profit as per financial a/cs. 
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/ ^1 The net profits of a manufacturing company dunn S* 

particulars prepare a reconciliation statement and ascertain the 
profits as per cost records. 

Rs. 


Income-tax provided in financial books 
Bank interest in financial books (Cr.) 

Administrative overheads over-recovered 
Works overhead under-recovered 
Interest on investments in financial 

books (Cr.) - 4 ’°°° 

(£. Co:ii.> Calicut , March/April 1983) 


20,000 

250 

850 

1,550 


Ans. 


Reconciliation Statement 


Profit as per financial records 
Add: Income-Tax provided in 
financial books and not in 
Cost a/cs. 

Works overhead under- 
recovered in Cost a/cs. 


20,000 

1,550 


Rs. 

64,500 


21,550 


Less: Bank interest (Cr.) taken in 
financial books and not in 
Cost a/cs. 

Interest on Investments (Cr.) 
not taken in Cost A/cs. 
Admn. Overheads over- 
recovered Cost a/cs. 


250 

4,000 

850 


86,050 


5,100 


Profit as per Cost records 


80,950 


Q. 22. Given below is the Trading and Profit and Loss Account 
of Vikas Electronics for the accounting year ended 31st March, 
1983: 
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To Direct Materials 
consumed 
„ Direct Wages 
» Factory Expenses 
» Office Expenses 
„ Selling and Distri¬ 
bution Expenses 
,, Net Profit 


Rs. 


Rs. 


3,00,000 By Sales 

2,00,000 2,50,000 Units 7,50,000 

1,20,000 

40,000 

80,000 

10,000 


7,50,000 7,50,000 


Normal output of the factory is 2,00,000 units. Factory over¬ 
heads are fixed up to Rs. 60,000 and Office 'expenses are fixed for all 
practical purposes. Selling and distribution expenses are fixed to the 
extent of Rs. 50,000; the rest are variable. 

Prepare a statement reconciling profit as per Cost Accounts and 
Financial Accounts. 


IB. Com. (Hons.), Delhi , 1983] 


Ans. Statement of Cost and Profit 


Particulars 



Production & Sales 


2,50,000 Units. 

Rs. 

Direct Materials consumed 


3,00,000 

Direct Wages 

Direct exp. 


2 ,00,000 

Nil 

Prime Cost 


5,00,000 

Factory Overheads: 

Variable 1,20,000—60,000 = 

Fixed on the basis of normal 

60,000 


60,000 x 2,00,000 

OUtput 2,50,000 

48,000 



—- 

1,08,000 

Works Cost 

Office expenses on the basis of 

. A 40,000x2,00,000 

normal output 2j50)000 


6,08,000 

32,000 


reconciliation of cost and financial accounts 

(Variable is Nil) 

Cost of Production 


S & D Exp. : 

Variable 80,000—50,000=* 

Fixed on the basis of normal 

50,000 X 2,00,000 
output 2,50,000 


30,000 

40,000 


Total Cost or Cost of Sales 
Sales of 2,50,000 units 

Profit 

Reconciliation Statement: 


Profit as per Cost A/cs. 

Less: Under-absorption of overheads in Cost A/cs: 

Rs. 

Factory Overhead 1,20,000—1,08,000=12,000 
Office Exp. 40,000— 32,000= 8,000 

S & D Exp. 80,000— 70,000=10,000 
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6,40,000 


70,000 


7,10,000 

7,50,000 


40,000 


Rs. 


40,000 


30,000 


Profit as per Financial a/cs. 


10,000 


Q. 23. From the following details of Small Tools Ltd., compute 
profit in financial accounts as well as in cost accounts and reconcile 
profit between cost and financial accounts shbwing clearly the rea¬ 
sons for the variation of the two profit figures. 

Pc Rs. 


Sales 

Purchase of materials 
Closing stock of materials 
Direct wages 
Indirect wages 
Indirect Factory Exp. 


20,000 

Bad debts 

100 

3,000 

Interest on overdraft 

&50 

500 

Profit on sale of assets 

1,000 

1,000 

Selling expenses 

2,000 

500 

2,000 

Distribution exp. 

1,000 


In cost accounts: 

Manufacturing overhead recovered @ 300% on direct wages. 
Selling overhead recovered Rs. 1,500. 

Distribution overhead recovered Rs. 700. 


( B . Com., Andhra) 
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Profit and Loss Account 




Rs. 


To Purchase of Materials 

3,000 

By Sales 

,, Direct wages 


1,000 

,, Closing stock 

,, Indirect wages 

500 


of Materials 

,, Indirect factory 



,, Profit on sale of 

exp. 

2,000 


assets 



2,500 


,, Interest on over¬ 




draft 


50 


,, Selling exp. 

2,000 



,, Distribution exp. 

1,000 



„ Bad debts 

100 





3,100 


» N.P. 


11,850 



21,500 


Statement of Cost and Profit 

Purchase of Materials 3,000 

Less: Closing Stock 500 


Materials consumed 
Direct wages 

Mfg. overheads 300% on wages 

Selling and Distribution overheads 1500+700 = 

Total cost 
Sales 

Profit 


Reconciliation Statement 


Profit as per Cost Accounts 
Add: Mfg. overhead overabsorbed 

in cost a/cs. 3,000—2,500= 500 

Profit on sale of assets 

accounted in financial a/cs. only 1,000 


Less: S & D overheads underabsorbed 

in cost a/cs. 3,100—2,200= 900 

Interest on overdraft taken in 

financial a/cs. only 50 


Rs. 

20,000 

500 

1,000 


21,500 

Rs. 

2,500 

1,000 

3,000 

2,200 

8,700 

20,000 

11,300 

Rs. 

11,300 

1,500 

12,800 

950 

11,850 


Profit as per financial accounts 



RECONCILIATION of cost and financial accounts 
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\ Q ^fTThe net profit shown by financial accounts of a Co. 
amounted to Rs. 37,100 whereas the profits disclosed by Co’s cost 
accounts for that period were Rs. 57,320. On reconciling the figures. 


the following differences were noted: 

Rs. 

(a) Director’s fee not charged in cost accounts 1>300 

(b) A provn. for bad and doubtful debts 1,140 

(c) Bank interest 

(d) Income tax 16,600 


(e) Overheads in cost accounts were estimated at Rs. 17,000, 
The charge shown by the financial books was Rs. 16,640. 

(f) Work was started during the year on a new factory and exps. 
of Rs. 32,000 was incurred. Depn. of 5% was provided in 
financial accounts. Prepare a statement reconciling the 
figures shown by the cost and financial accounts. 

( B . Com ., Andhra , April 1981) 


Ans. Reconciliation Statement 


Particulars 


Rs. 

Profit as per cost accounts 


57,320 

Add: (c) Bank interest taken 

in financial accounts but 
not in cost accounts 


60 

Less: (e) & (f) underabsorption 
of overheads in cost 
accounts: 

Charge in financial books 

Rs. 

16,640 

57,380 

Depn. at 5% of 32,000 

1,600 


Less: Estimated in cost a/cs. 

18,240 

17,000 


Underabsorption of overheads: 

1,240 


(a) Directors fee not charged in 
cost a/cs. 

1,300 


(b) Provn. for bad and doubtful 
debts—provided in financial 
a/c. but it is not an item of 
cost in cost accounts 

1,1 40 
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(d) Income-tax charged in financial 

a/cs. but not in cost accounts 16,C00 


Rs. 

20,280 


Net profit as per financial accounts: 


37,100 


The net profit of ‘Kay* Company Limited as per financial 
records for the year ending with 31st December, 1981 is Rs. 1,03,850. 
The cost books, however, showed a net profit of Rs. 1,32,520 for the 


same period. 

The following facts were disclosed: 

Rs 

Works overhead overabsorbed in Cost books 2,980 

Administration overhead underabsorbed in books 1,250 

Interest on investments 6,400 

Income-tax provided in financial accounts 35,000 

Bank interest and Transfer fees (Financial 

Accounts) 500 

Stock valuations as per cost books: 

on 1.7.1980 materials 32,500 

on 30.6.1981 materials 29,400 

Stock valuations as per financial books: 

on 1.7.1980 materials 33,600 

on 30 6.1981 materials 28,200 

Prepare a statement reconciling both the profits. 


( B . Com. Andhra , April 1982 ) 


Reconciliation Statement as on 31.12.81 

Rs. 

Net Profit as per financial accounts 1,03,850 


Add: Administration overhead 
underabsorbed in Cost 
books 

1,250 


Income-Tax provided in 
financial a/cs but not in 

Cost a/cs. 

35,000 


Difference in valuation of 
opening stock of materials 
i.e. less value in cost a/c. 
33,600—32,500 = 

1,100 . 


Difference in valuation of closing 
stock of materials i.e. more value 
in cost a/cs: 29,400—28,200= 

1,200 

38,550 


1,42,400 



RECONCILIATION of cost and financial accounts 


427 


Less: Works overhead over- 

absorbed in Cost Books 2,980 

Interest on investments taken 

in financial a/cs but not in 

Cost a/cs 6,400 

Bank Interest and Transfer 

fees taken in financial a/cs. 

but not in Cost a/cs 500 


9,880 


Net profit as per cost books 


1,32,520 


Tom the following particulars prepare a statement recon¬ 
ciling the profits shown by Cost and Financial Accounts: 


Opening stock of Materials 
Opening stock of financial goods 
Purchases of Materials 
Closing stock of Raw Materials 
Closing stock of finished goods 
Wages 

Factory on cost 20% on Prime cost 
Office on cost 80% on factory on cost 
Selling price 20% above the cost price 
Actual works expenses 
Actual office expenses 


Rs. 

1,44,000 

2 , 88 , 000 * 

8,64,000* 

2,16,000 

72,000 

3,60,000 


2,27,150 

1,85,950 


(B. Com. Andhra , April 1983) 


Ans. 


Profit and Loss A/c 


„ To Opening stock of 
materials 

„ Opening of finished 
goods 

„ Purchases of 
materials 
„ Wages 

„ Works expenses 
„ Office expenses 
„ Net profit 


Rs. 


Rs. 


By Sales (as calcu¬ 


1,44,000 

lated) 

,, Closing stock of 

21,39,264 

2,83,000 

Raw materials 
„ Closing stock of 

2,16,000 

8,64,000 

3,60,000 

2,27,150 

1,85,950 

3,58,164 

finished goods 

72,000 

24,27,264 


24,27,264 
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Statement of Cost and Profit 


Particulars 

Rs. 

Rs. 

Opening stock of materials 

Add : Purchases 

1,44,000 

8,64,000 


Less : Closing stock of materials 

10,08,000 

2,16,000 


Consumption of materials 

Wages 


7,92,000 

3,60,000 

Prime Cost 

Add: Factory on cost 20% on Prime Cost 

11,52,000 

2,30,400 

Factory Cost 

Add: Office on cost 80% on factory on Cost 
i.e. 80% of 2,30,400 

13,82,400 

1,84,320 

Cost of Production 

Add: Opening stock of finished goods 


15,66,720 

2,88,000 

Less: Closing stock of finished goods 


18,54,720 

72,000 

Cost of goods sold 

Add: Selling & Distribution costs 


17,82,720 

nil 

Total Cost or Cost of sales 

Sales 20% above the Total Cost 


17,82,720 

21,39,264 

Profit 


3,56,544 


Reconciliation 


Profit as per Cost a/cs. 

3,56,544 

Add: Overabsorption of Factory on cost 
(2,30,400—2,27,150) 

3,250 

Less: Underabsorption of office on cost 
(1,85,950—1,84,320) 

3,59,794 

1,630 

Net profit as per Financial Accounts 

3,58,164 
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LQ^lfTln case of Axe Mfg. Co., the expenditure and income for 
the year 1981 as per financial books are as under: 


Materials consumed 
Direct wages 
Factory expenses 
Office expenses 

Selling and Distribution expenses 
Preliminary expenses written off 
Interest and dividend received 


Rs. 

2,60,000 

1,60,000 

1,10,000 

70,000 

30,000 

10,000 

4,000 


During the year 10,000 units are produced of which 9,000 units 
are sdld at Rs. 6,00,000. There was no opening stock of finished 
goods itrthe beginning of the year. 

Ih Cost Accounts; Materials and Labour are charged at actual 
cost but Factory overheads are recovered at 50% of labour^charges 
and office overheads are recovered at 20% of Works cost. Selling and 
distribution overheads are recovered at Rs. 3 per unit sold. 

You are required to prepare: 

v .... 1. ' Statement showing profit or loss as per Financial Accounts. 

- - 2. Statement showing profit or loss as per Cost Account*. 

3. Statement showing reconciliation of profit or loss of Cost 
Accounts with that of Financial Accounts. 

(B. Com. Gujarat , April 1982) 


Ans. (i) P and L A/c. for the year ended 31.12.81 


Rs. 


To Materials 

2,60,000 

„ Direct wages 

1,60,000 

„ Factory Expenses 

1,10,000 

„ Office Expenses 

70,000 

„ S & D Expenses 

30,000 

„ Preliminary Expenses 


written off 

10,000 

„ Net profit 

24,000 


6,64,000 


Rs. 


By Sales 9,000 units 6,00,000 
„ Closing stock of 
Finished goods: 

1,000 units (taken 
same as per Cost 
A/cs) ‘ 60,000 

„ Interest & Dividends 

received 4,000 


6,64,000 
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(ii) Cost Sheet 


Materials consumed 
Direct wages 
Direct expenses 

Prime Cost 

Factory overheads at 50% of labour charges 
Works Cost 

Office overheads at 20% of works cost 

Cost of production 10,000 units i.e. at Rs. 60 per unit 
Add : Opening stock of finished goods 
Less : Closing stock of finished goods 1,000 units at 
Rs. 60 per unit 

Cost of goods sold 9,000 units 
S & D overheads at Rs. 3 per unit sold 

Total Cost or Cost of sales 
Sales 

Profit 


(iii) Reconciliation Statement 

Rs. 


Profit as per Financial Accounts 

Add: Underabsorption of Factory 


overheads in Cost Accounts 

30,000 

1,10,000—80,000 

Underabsorption of S & D 


overheads in Cost A/cs. 

3,000 

30,000—27,000 

Preliminary expenses written off 


in financial accounts but not in 
Cost A/cs. 

10,000 


Rs. 

2,60,000 
1,60,000 


4,20,000 

80,000 


5,00,000 

1,00,000 


6,00,000 

nil 

60,000 


5,40,000 

27,000 


5,67,COO 

6,00,000 


33,000 


Rs. 

24,000 


43,000 


67,000 



RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 


431 


Less: Overabsorption of office over¬ 
heads in Cost A/cs. 

1,00,000—70,900 30,000 

Interest and dividends received 
credited in financial accounts 
but not taken in Cost A/cs. 4,000 

Profit as per Cost A/cs. 


Rs. 


34,000 

33,000 


Q followin ? fig ures are available from the financial 

accounts for the year ended 31st Oct. 1981: 


Direct material consumption 
Direct wages 
Factory overheads 
Administrative overheads 
Selling and distribution overheads 
Bad debts 
Legal charges 

Preliminary expenses (written off) 

Dividend received 

Interest on Deposit (Received) 

Sales 1,00,000 units 

Closing stock of finished goods (25,000 units) 
The cost accounts reveal: 


Rs. 

2,25,000 

80,000 

1,65,000 

2,25,000 

3,20,000 

12,000 

6,000 

10,000 

45,000 

10,000 

9,00,000 

1,25,000 


(0 

( 2 ) 

(3) 

(4) 

(5) 


2,25,000 (including 


Direct material consumption Rs. 

Rs. 25,000 for partly finished goods). 

Factory' overhead recovered at 20% on prime cost. 
Administrative overhead at Rs. 2/- per unit of production. 
Selling and distribution overhead at Rs. 3/- per unit sold. 
Stock of partly financial goods is valued at factory cost as 
per cost accounts and the same value is taken into considera¬ 
tion in finished accounts also. 


(6) Closing stock of finished goods in cost accounts is taken as 
per the valuation in financial accounts. 


Prepare: 

(1) Cost sheet. 

<2) Financial Profit and Loss Account. 

<3) Statement reconciling the profits disclosed by the Cost sheet 
and financial Profit and Loss Account. 


(B. Com. Gujarat , Nov., 1981) 



432 


rathnam’s cost and management accounting 


Ans. 

1. Cost Sheet Production 1,25,000 Units 


Particulars 

Rs. 

Direct Materials Consumption 

2,25,000 

Direct wages 

80,000 

Direct Expenses 

nil 

Prime Cost 

3,05,000 

Add: Factory overheads at 20% on prime cost 

61,000 


Factory Cost 

Add: Opening stock of partly finished goods 
Less: Closing stock of partly finished goods: 

Direct materials 
Direct wages 
• \ 

Prime Cost 

Add: Factory overheads of 20% on 
Prime Cost 

Factory Cost of 1,25,000 Units Produced 3,30,000 

Add: Admn. overheads at Rs. 2/- per unit of production 2,50,000 

Cost of Production—1,25,000 units 5,80,000 

Add: Opening Stock of finished goods Nil 

Less: Closing Stock of finished goods—25,000 units 

(as valued in financial a/cs). 1,25,000 

Cost of goods sold 1,50,000 units 4,55,000 

Add: S & D overheads at Rs. 3 per unit sold 3,00,000 

Total cost or cost of sales of 1,00,000 units 7,55,000 
Sales of 1,00,000 units 9,0 0,000 

Profit on 1,00,000 units 1,45,000 



2 . 

To Direct Material 
Consumption 
,, Direct wages 


Financial P and L A/c. 

Rs. __ Rs- 

2,25,000 By Sales 9,00,000 

80,000 „ Closing Stock of 

finished goods 1,25,000 
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„ Factory overheads 
„ Gross Profit c/d. 


To Admn. overheads 
„ S & D overheads 


„ Bad Debts 

„ Legal charges 
„ Preliminary Expenses 
written off 
„ Net Profit 


1,65,000 

„ Closing stock of 

5,91,000 

partly finished 

„ goods 

(valued at factory 
cost) 

10 , 61,000 

2,25,000 

By Gross Profit 

3,20,000 

b/d. 

12,000 

„ Interest on 
Deposit 
„ Dividends 

6,000 

10,000 

73,000 

6,46,000 

received 


3 RecoDciliation Statement 

Rs. 


Profit as per Cost A/cs. 

Add: Overabsorption of Admn. overheads 
2,50,000—2,25,000 
Incomes taken in financial a/cs. 
but not in cost a/cs. 

Interest on Deposit 
Dividends received 


25,000 

10,000 

45,000 


L€SS ' Underabsorption of Factory overheads 
1,65,000—61,000 = 

Underabsorption of S & D overheads 
3,20,000—3,00,000= 

Expenses taken in financial a/cs but not 
in cost a/cs: 

Bad debts 
Legal charges 
Preliminary Expenses 


1,04,000 


20,000 


12,000 

6,000 

10,000 


1,25,000 

36,000 

10,61,000 

5,91,000 

10,000 

45,000 


6,46,000 

Rs. 

1,45,000 

80,000 

2,25,000 


1,52,000 

73,000 


Profit as per financial a/cs. 
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/[ _<J. 2<f. From the following particulars prepare (a) a profit and 
loss account, (b) a statement showing the cost of manufacture and 
the percentage of each item of cost to total cost, calculating 
factory on cost at. 25% bn prime cost and office on cost'at 75% on 
factory on cost (c) a statement reconciling the profit shown by cost 
accounts with that shown by the profit and loss account. The selling 
price is fixed at cost plus 25%. 



Rs. 

Stock on 1st Jan. 1980 

(a) Raw Materials 

4,000 

(b) Finished articles 

8,000 

Works expenses 

7,750 

Purchase of raw materials 

24,000 

Wages 

10,000 

Sales 

65,000 

Office expenses 

Stock on 31st Dec. 1980 

6,100 

(a) Raw materials 

6,000 

(b) Finished articles 

2,000 


(A/. Com ., Osmania) 


A ns. (a) Profit & Loss account 



Rs. 


Rs. 

To Opening stock : 




Raw Materials 

4,000 

By Sales 

65,000 

Finished articles 

8,000 

” Closing stock: 


Purchases 

24,000 

R.M. 

4,000 

” Wages 

10,000 

Finished articles 

2,000 

” Work exp. 

• 7,750 



” Office exp. 

6,100 



” N.P. 

13,150 




73,000 


73,000 



reconciliation of cost and financial accounts 


Statement of Cost and Profit 


Particulars 


Opening stock of R.M. 
Add: Purchases 


Amount 

(Rs). 

4,000 

24,000 


28,000 

Less : Closing stock of R.M. 6,000 

R.M. consumed 
Wages 

Direct expenses 
Prime cost 

Factory on cost at 25% on prime cost 


22,000 

10,000 


Prime cost 32,000 

Factory on cost at 25% on prime cost 8 ,000 

Factory cost 40,000 

Office on cost at 75% on factory on cost 6,000 

Cost of of production 46,000 

Add : Opening stock of finished articles + 8,000 
Less : Closing stock of finished articles (—) 2,000 


Cost of sales or total cost 
Profit 25% on cost 

Sales 

Profit as per cost A/cs. 


52,000 


%age to 
total cost. 


42.31 

19.23 


61.54 
15.38 

76.92 

11.54 

88.49 
15.38 
(-) 3.84 

100.00 

13,000 

65,000 

13,000 


(c) Reconciliation Statement 


Profit as per cost accounts 
Add : Factory on Cost overabsorbed 
in Cost A/cs. 8,000—7,750 


Less : Office on cost underabsorbed 
in cost A/cs. 6,100—6,000 


Rs. 

13,000 

250 

13,250 

100 


Profit as per financial a/cs. 


13,150 
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Q. 30. Find out the profit as per costing records and financial 
accounts from the following information and reconcile the results. 


Number of units produced and sold 
Total direct materials 
Total direct wages 
Selling price per unit 


Product A Product B 
600 400 

Rs. 3,600 Rs. 2,800 
3,000 2,400 

25 30 


The works on cost is charged at 80% of the direct wages and 
office on cost at 25% of works cost. The actual works expenses 
amounted to Rs. 4,500 and office expenses Fs. 3,900. There was no 
opening or closing stock. 

(B. Com ., Karnataka ) 


Ads. Statement of Profit as per Costing Records 

Product Total 


A B 



Rs. 

Rs. 

Rs. 

Direct Materials 

3,600 

2,800 

6,400 

Direct wages 

3,000 

2,400 

5,400 

Works on cost 80% of wages 

2,400 

1,920 

4,320 

Works cost 

9,000 

7,120 

16,120 

Office on cost 25% of works cost 

2,250 

1,780 

4,030 


11,250 

8,900 

20,150 

Sales 600X25 = 

15,000 

12,000 

27,000 

Profit 

3,750 

3,100 

6,850 

Profit & Loss Account 




Rs. 


Rs. 

To Direct Materials 

6,400 

By Sales 

27,000 

„ Direct wages 

5,400 



„ Works expenses 

4,500 



,, Office expenses 

3,900 



„ N.P. 

6,800 




27,000 


27,000 


RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 


437 


Reconciliation Statement 


Profit as per financial accounts 
Add: Work on cost underabsorbed in cost 
accounts 4,500—4,320 = 


Less: Office on cost overabsorbed in 
cost accounts 4,030—3,900= 

Profit as per Costing records 


Rs. 

6,800 

180 

6,980 

130 

6,850 


Q. 31. The financial profit and loss account of a manufacturer 
for the year ended 31st March 1981 is as follows: 



Rs. 

Rs. 

To Materials consumed 

50,000 By sales 

1,24,000 

To Carriage inwards 

1,000 


To Direct wages 

34,000 


To works expenses 

12,000 


To Administrative ex¬ 
penses 

4,500 


To selling expenses 

6,500 


To^Debenture interest 

1,000 


To Net Profit 

15,000 



1,24,000 

1,24,000 


The net profit shown by the cost accounts for the year is 
Rs. 16,270, Upon a detailed comparison of the two sets of accounts, 
it - is found that: 

(a) the amount charged in cost accounts in respect of overhead 
charges are as follows: Works overhead charges Rs. 11,500; 
office overhead charges Rs. 4,590, selling and distribution 
expenses Rs. 6,640. 

(b) no charge has been made in the cost accounts 'in respect of 
debenture interest. 

You are required to reconcile the profits shown by two sets of 
accounts. 


( B . Com. Punjab & Vikram) 
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Ans. Reconciliation Statement 


Profit as per Cost Accounts 


Rs. 

16,270 

Add : Office overhead overabsorbed in 
cost accounts Rs. 4,590—4,500 = 


90 

Less: Works overhead underabsorbed in 
cost accounts 12,000—11,500= 

500 

16,360 

S & D overheads underabsorbed in 
cost accounts 6,500—1,000 = 
7,500—6,640 = 

860 


Profit as per financial accounts = 


1,360 

15,000 


Q 32 During the year a Company profits have been estimated 
from the costing system to be Rs. 23,063, whereas the final accounts 
prepared by the auditors disclose a profit of Rs. 16,62^. Given the 
following information, you are required to prepare a reconciliation 
statement showing clearly the reasons for such differences. 

Profit and Loss Account for the year ended. 



Rs. 

Rs. 

To opening stock 

Purchases 

2,47,179 

82,154 

By sales 3,46,500 

Less: Closing stock 

3,29,333 

75,121 


Direct wages 

Factory Expenses 

Gross Profit cl d. 

2,54,212 

23,133 

20,826 

48,329 

3,46,500 

3,46,500 

To Administrative Expenses 

Selling expenses 

Net profit 

9,845 

22,176 

16,624 

By gross profit 

b/d. 48,329 

Sundry income 316 

48,645 

48,645 





RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 

The costing records show: 

(i) A stock ledger closing Balance of Rs. 78,197 

(ii) A direct wage absorption account with a closing a ance 

^ (Hi) a factory overheads absorption account with a closing of 
Rs. 19,714. 

(iv) Administration expenses calculated at 3% of the se 
price. 

(v) Selling prices include 5% for selling expenses. 

(vi) No mention of sundry income. 

(M. Com., Madurai ) 


Ans. 


Reconciliation Statement 


Profit as per Financial accounts 

Add : (i) Closing stock more 
valued in costing records. 

78, 197—75, 121 = 

3,076 

(iii) Factory overheads under- 
absorbed in costing 
records. 20,826—19,714= 

1,112 

(v) Selling expenses under- 
absorbed in costing 
records 22,176—5% of 
3,46,500=17,325 = 

4,851 

Less: (ii) Direct wages over- 
absorbed in Costing 
records. 24,869—23,133 = 

1,734 

(iv) Admn. expenses over- 
absorbed in Costing 
records 3% of 3,46,500= 
10,395—9,845 = 

550 

(vi) Sundry income taken in 
financial a/cs. only. 

316 


Rs. 

16,624 


9,039 

25,663 


2,600 

23,063 


Profit as per costing records. 
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Q. 33. In a factory, the works overhead is absorbed at 60% of 
labour and office expenses @ 20% of works cost. The total expen¬ 
diture is as follows: 




Rs. 

Materials 


2,00,000 

Labour 


1,50,000 

Factory Expenses 


98,000 

Office expenses 


85,000 


Total : 

5,33,000 


10% of the output is in stock and the sales total up to 
Rs. 5,10,000. 

Prepare a cost sheet and a reconciliation statement. 

(5. Com. Nagarjuna ) 


Ans. Cost Sheet 



Rs. 

Materials 

Labour 

Works overhead at 60% of 1,50,000 = 

2,00,000 

1,50,000 

90,000 

Add: Office exp. at 20% of works cost 

4,40,000 

88,000 

Cost of Production 

Less: 10% of output is in stock 

5,28,000 

52,800 

Cost of goods sold 

Sales 

4,75,200 
5 10,000 

Profit (as per cost a/cs.)= 

34,800 



RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 
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Profit and Loss Account 



Rs. 


Rs. 

To Materials 

2,00,000 

By sales 

5,10,000 

To Labour 

1,50,000 

„ Closing stock 


To Factory exp. 

98,000 

of finished 


To Office exp. 

85,000 

goods 10% of 

53,300 

Total Cost 

To N.P. 

5,33,000 

30,300 

5,33,000 = 


5,63,300 


5,63,300 


Reconcilitation Statement 


Profits per cost A/cs. 

Add : Office exp. overabsorbed 
in Cost A/cs. 

Closing Stock of finished 
goods less valued in cost a/cs. 


3000 

500 


Less: Works overhead underabsorbed 
in cost a/cs. 

Profit as per financial accounts 


Rs. 

34,800 


3,500 

38.300 

8,000 

30.300 


34. The following is a summary of the Trading and Profit and 
Loss Account of Messrs Alpha ^Engineering Co. Ltd. for the year 
ended 31st December 1982. 


Dr. 

Rs. 

Rs. 

Cr. 

To Materials cons¬ 


By Sales 


umed 

27,40,000 



To Wages 

15,10,000 

(1,20,000 


To Factory expenses 

8,30,000 

units) 

60,00,000 

To Administrative 


„ Finished stock 


expenses 

3,82,400 

(4000 units) 

1,60,000 

To Selling and Distri¬ 


„ Work-in-pro¬ 


bution expenses 

4,50,000 

gress: . . . _ 


To Preliminary exp. 


Materials 64,000 


(written off) 

40,000 

Wages 36,000 


To Goodwill (written 


Factory 20,000 


off) 

20,000 

Expenses - 
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To Net Profit 3,25,600 

„ Dividends 
received 


1,20,000 

18,000 


62,98,000 


62,98,000 


The company manufactures a standard unit. In the cost account 
(i) Factory expenses have been allocated to the production at 20 % 
on prime cost (ii) Administration expenses at Rs. 3 per unit produc¬ 
ed (iii) Selling and Distribution expenses at Rs. 4 per unit on units 
sol'd. 

You are required to prepare a statement of cost and profit in 
cost books of the company and to reconcile the profit disclosed with 
that shown in the financial books. 


(B. Com., Amlhra > 

Ans. Statement of Cost and Profit 


Sales: 1,20,000 units. Closing Finished stock 4,000 units 

i.c. production, 1,24,000 units. 



Rs. 

Materials consumed 

Wages 

27,40,000 

15,10,000 

Prime cost 

Add: Factory expenses at 20% on Prime cost 

42,50,000 

8,50,000 

Factory cost 

Less: Closing W.I.P. 

51,00,000 

1,20,000 

Factory cost of 1,24,000 units. 

Admn. expenses 1,24,000x3 = 

49,80,000 

3,72,000 

Cost of production: 1,24,000 units 

53,52,000 

Less: Closing Finished stock j 2 4 000 *^>52,000 

1,72,645 

Cost of goods sold 1,20,000 units 

S and D expenses 1,20,000x4 = 

51,79,355 

4,80,000 

Cost of sales 1,20,000 units= 

Sale of 1,20,000 units 

56,59,355 

60,00,000 

Profit on 1,20,000 units 

3,40,645 


RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 
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Reconciliation Statement 


Profit as per financial accounts 
Add: Admn. exp. underabsorbed in cost 
accounts 

Preliminary exp. written off in financial 
accounts 

Goodwill written off in financial accounts 
Closing finished stock more valued in 
cost A/cs. 


Less : Factory expenses overabsorbed 
in Cost Accounts 

S & D. exp. overabsorbed in Cost A/cs. 
Dividends received taken in financial 
A/cs. only 


Profit as per Cost Accounts 


Rs. 

3,25,600 


10,400 

40,000 

20,000 

12,645 

83,045 

4,08,645 

20,000 

30,000 

18,000 

68,000 

3,40,645 


Q. 35. Modern Company Ltd., furnishes the summary of Trading 
and Profit and Loss A/c. for the year ended 31st December, 1984: 



Rs. 

Rs. 

Raw Materials 

1,39,600 Sales 

4,80,000 

Direct wages 

Production overheads 

76,200 (12,000 units) 
42,600 Finished stock 

Administration overheads 
Selling distribution 
overheads 

Preliminary 

Expenses Written off 
Goodwill written off 
Dividend (net) 

Income-tax 

39,100 (200 units) 

W ork-in- Progress: 

42,700 Rs. 

Materials 28,200 

2,200 Wages 11,796 

2,501 Production 

3,000 overheads 7,999 

4,100 - 

1,89,994 Interest on 

securities (Gross) 

8,000 

Net Profit 

47,995 

6,000 


5 , 41,995 5 , 41,995 
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The company manufactures a standard unit. Scrutiny of cost 
records for the same period show that: 

(a) Factory overheads have been allocated to the production at 
20// on prime cost. 

(b) Administration overheads have been charged at Rs. 3/- per 
unit on units produced. 

(c) Selling and distribution expenses have been charged at 
Rs. 4/- per unit on units sold. 

You are required to prepare a statement of cost to work out 
profit as per Cost Accounts and to reconcile the same with 
that shown in the Financial Accounts. 

(M. Com., Andhra 1985 ) 

Ans: Statement of Cost and Profit 

Production 12,000+200=12,200 Units 


Raw Materials 

Direct wages 

Direct exp. 

Rs. 

1,39,600 

76,200 

Prime cost 

Factory overheads at 20% on Prime cost 

2,15,800 

43,160 

Factory cost 

Less: Closing W.I.P. 

2,58,960 

47,995 

Factory cost of 12,200 units 

Admn. overheads at 3x12,200 = 

2,10,965 

36,600 

Cost of Production of 12,200 units 

Less: Closing finished stock 200 units at Rs. 20.2922 = 

2,47,565 

4,058 

toee iNote oeiow; 

Cost of goods sold 12,000 units 

SAD overheads at Rs. 4x12,000 = 

2,43,507 

48,000 

Cost of sales 12,000 units 

Sales of 12,000 units 

2,91,507 

4,80,000 

Profit on 12,000 units 

1,88,493 


Note: Closing finished stock should be valued at cost of produc¬ 
tion. 

Cost per unit = ? 220 ~ = 20.2922 P er un ^* 


RECONCILIATION OF COST AND FINANCIAL ACCOUNTS 
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Reconciliation Statement 


Profit as per financial a/cs 

Add: Admn. overheads underabsorbed in 
cost a/cs. 39,100—36,600 = 

2,500 

Exp. taken in financial a/c. but not in 
cost a/cs: 

Preliminary Exp. w/o. 

2,200 

Goodwill w/o. 

2,501 

Dividends (net). 

3,000 

I.T. 

4,100 


11,801 


Less: Production overheads over- 

absorbed in cost a/c. 43,160—42,600 560 

S & D overheads overabsorbed in cost 

a/cs. 48,000—42,700= 5,300 

Closing finished stock less valued in 
costa/c. 8,000—4,058= 3,942 

Interest on securities taken in financial 

a/cs. only 6,000 


Rs. 

1,89,994 


14,301 


2,04,295 


15,802 


1,88,493 


Profit as per cost a/cs 




MANAGEMENT ACCOUNTING 
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Goodwill and Valuation of Shares 


Q. 1. From the following information, calculate the value of an 
Equity share: 

(i) The paid up share capital of a company consists of 1,000, 
15% preference shares of Rs. 100 each and 20,000 Equity 
shares of Rs. 10 each. 

(ii) The average annual profits of the company after providing 
for depreciation and taxation, amounted to Rs. 75,000. It is 
considered necessary to transfer Rs. 10,000 to General 
Reserve before declaring any dividend. 

(iii) The normal return expected by investors on Equity shares 
from the type of business carried on by the ccmpany is 10/>. 

[B. Com. (Hons.), Delhi 1986] 


Ans. 

Rs. 

Average Annual Profit (after Dep and tax) 75,000 

Less: Transfer to General Reserve 10,000 

65,000 

Less: Preference Dividend. 15% on 1,00,000= 15,000 

Profits to Eq. shareholders 50,000 


Expected rate of Dividend = ^qq^qq 


X 100=25% 


Value per Eq. share : 


Expected rate of Dividend 
Normal return 


X Paid up value of 
Eq. share. 


=x 10=Rs - 25/ ‘- 
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Q. 2. On 31st December 1984 the Balance Sheet of a Limited 
Company disclosed the following position: 



Rs. 


Rs. 

Issued Capital in 


Fixed Assets 

8,00,000 

Rs. 10 Shares 

6,00,000 

Current Assets 

4,00,000 

Reserve 

2,00,000 

Goodwill 

50,000 

Profit and Loss A/c. 

25,000 



5% Debentures 

1,00,000 



Current Liabilities 

3,25,000 




12,50,000 


12,50,000 


On 31st December 1984 the Fixed Assets were independently 
valued at Rs. 10,00,000 and the goodwill at Rs. 85,000. The net 
profits for the three years were: 



Rs. 

1982 

71,600 

1983 

72,000 

1984 

71,650 


of which 10% was placed to reserve, this proportion being consi¬ 
dered reasonable in the industry in which the company is engaged 
and where a fair investment return may be taken at 10%. 

Compute the value of the company’s shares by (a) the Assets 
Methods and (b) Yield Method. 


(A/. Com., Andhra 1985) 

Ans. 

9 

Rs. 

(a) ./ Assets Method 


Goodwill 85,000 

Fixed Assets 10,00,000 

Current Assets 4,00,000 


Total Assets 14,85,000 

Less: Liabilities: 

Debentures 1,00,000 

Current Liabilities 3,25,000 4,25,000 


Net Assets available to Shareholders 10,60,000 



GOODWILL AND VALUATION OF SHARES 
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„ . 10,60,000 „ ^ 
Value of share = 60)00 0 ShiTes =Rs ’ 17 ' 6 ' 

(b) Yield Method: 

Profit for 1984 (assumed after tax) 
Less : Transfer to Reserve 10% 


71,650 

7,165 


Profit available to shareholders for distribution 64,485 


Expected rate of dividend = x 100=10.75% 

Value per share on Yield Method: 

= Expec ted rate ^/ Dividend x paid va , ue of a share 
Normal rate of dividend 


J0.75 

10 


X l0 = Rs. 10.75 


Q. 3. From the following information of P. Merchandise Co. 
Ltd., compute the value of the Equity share by (capitalisation of) 
earning method. 

Balance Sheet as at 31st Dec. 1983 



Rs. 

Rs. 

5 hare Capital: 



Equity shares of Rs. 10 



each, fully paid 

2,50,000 Fixed Assets 

5,00,000 

Reserves and Surplus 

1,00,000 Current Assets 

3,00,000 

12% Debentures 

2,50,000 Preliminary Exp. 

25,000 

(since 1978) 



Other liabilities 

2,25,000 



8,25,000 


8,25,000 



Year Ending 31st Dec. 
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Rate of Earnings on Equity Capital: 


1,00,000 

2,50,000 


X 100=40% 


. . ExDected rate of Earnings 

Valuation of Equity share = Normal rate of Earni ^g S X 


Paid up value _ 40% _ x 1 00 = Rs . 32. 
of Equity share 12.5% 

Q. 4. Shri Das holds 5,000 Equity Shares in Hindustan Ltd., the 
nominal and paid up capital of which consists of: 

(i) 20,000 Equity Shares of Re. 1 each 

(ii) 10,000 5 per cent Preference Shares of Re. 1 each. 

Note: The Preference Shares do not participate further in the 
profits. 

It is ascertained: 

(a) the normal annual net profit of such a company is Rs. 5,000, 

and 

(b) the normal return by way of dividend on the paid up value of 
Equity Share capital for the type of business carried out by the com¬ 
pany is 8 per cent. 

Shri Das requires you to value his shareholding based upon the 
above figures. 

[C U. B. Com., (Hons.)] 


Ans. 


Normal Annual Net Profit 

Less: Preference Dividend 5% of 10,000 = 


Rs. 

5,000 

500 


Profit available to Equity Shareholders 


4,500 


Earnings per Share (EPS) -^^-=0.225 

Expected rate of Dividend^* 2 0 * 006 ' X 1 ^ == 22-5% 

. r r- PL Expected rate of dividend D ., 

Value of Equity Share=- Norma l ra ti-X Paid up 


value of each share. 


22.5 


xl.00=Rs. 2.8125 i.e., 2.81 


Value of Shri Das Holding=5,000x2.81=Rs. 14,050. 



454 


RATHNAM’S COST AND MANAGEMENT ACCOUNIING 


~ e •= H o 

— ~ ~ 3. £ <u 

Stj2u«& 

.2 « CL 0 c/) £ 

— 72 . «§'" 

c 

o 

c 

o 

• 

«c 

1 

-a •- o </> o 
c-5 UO.iO 
^ O £ o c O 

c3 

I 

<2 

c 

a 

|S"«8» 
a = H -g‘s« 

- . K 03 

u. 

o 


2 u>-C « «= 

«/> 

• 


wry| n 

<✓> ■*• 3 2 o._ 



03 *— ZJ ’O 

■2<~ S •» £ 

1 ® o J S « 

f g- r ||.rf 

«G ^ O 3 C 

x p 2 ; g- 3 

§.££ a 

£ jg w X o<r « 

■aHo^o S 

gs°.gS- 


•SSoga^ 
O Jr? " £ c 

co cr j 

r ”o c c oo 

*o o .c •■" *rj 0 s 

jSS'Sou 

CO 

"O 3 o •- o *2 
2 o ~ « <G 

*> p 3 « u 

1 "3 </* 

J rt 0 0<2 «> 

<-&S§J§'S 

| 3 JSh£ 

C Q) . a 

a« o .-go 

c £ H w w 

§ Z 

o .3 <£ OH 
0 « o o — 

2C -C u. </> , ■ 


r °-« 2 ^ 

\° K OO 

•So ~ o 3 

s -§2 Si * 

g 2 ow 2 S 


S “ 

ON Pi 


o o 
o o 
<=> 

O VC 

v> 


O O VC 
o o <=_• 
o o vr 
*\ *% • 
rr o 
^ o — 

#* A 

— o 


o o 
o o 
°. <=> 
O VO 


88 ^ I 

S § 2 X 

-o -»| 


OO wi o o 

2 « © S 

w i2 


O 0 

8 ^ 2 

© O X 


8 S 8 


g » 


ri . 

O' Pi 


§§ 

© o 

•> ** 

£ S 


S-S 2 

° X 

irv A 


~ o 

— Ig oo 


C= In 
O 
u. 

P* -J 


J2 -o 

g s 
s :h 
-* > 

o 5 


o 

2 3 

a 2 


^ O 
• — <L» 

3 Q. 

O' X 

W w 


a- 

Is 

S.1 

X 

E 

3 

•«-* 

a> 

*8 1 
S 2 
S .is 
■8 £ 


GOODWILL AND VALUATION OF SHARES 

Q. 6. The share capital of XY Ltd., consists of 10,000'Equity 
Shares of Rs. 100 each, Rs. 50 paid and 2,500 8% Cumulati 
ference Shares of Rs. 100 each fully paid. 

The Balance Sheet of XY Ltd., shows assets (exclusive of g°od- 
will) Rs. 15,00,000; Liabilities Rs. 4 , 00 , 000 ; Reserves Rs. 3,50,uuu 

and Paid up Capital Rs. 7,50,000. The profits of L td. to / 0 QQ 
previous five years were Rs. 1,00,000, Rs. 3,00,000, Rs. 5, , 

Rs. 2,00,000 and Rs. 4,45,000. 

The assets and liabilities are accepted at Balance Sheet figures 
and there are no arrears of dividends on Preference Shares wmc: 

similar business yield a return of 6% under current market c - 

tions. The normal yield on capital employed in similar busine 
10 % and goodwill is valued at five times the purchase price ol me 
super profit. 

You are asked to value the Preference Shares and the Equity 
Shares in XY Ltd. 

[C.U. B. Com., (Hons), 1979 ] 

Ans. 


1. Value of Preference Share= -|o?- X 100 (Paid up Value). 


=Rs. 133.33 


2. Value of Equity Share: 


(a) Assets as per B/S (excluding goodwill) 
Less : Liabilities 


Rs. 

15,00,000 

4,00,000 


Capital employed (Net assets) 


11,00,000 


(b) Average Profit of 4 years 


10,45,000 

4 


(Profit in 3rd year not considered 

as it was a small amount which is abnormal). 

Less: Tax at 50%, (assumed) 


2,61,250 


1,30,625 


Less: Normal return 10% on Rs. 11 lakhs = 


1,30,625 

1,10,000 


Super Profit 


20,625 
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(c) Goodwill=20,625 x 5= 1,03,125 i.e., 1,03,000 

(d) Net Assets 11,00,000 

Add: Goodwill 1,03,000 


. _ _ 12,03,000 

Less: Preference Share Capital 2,50,000 


Funds belonging to Eq. Shareholders 9,53,000 


No. of Equity Shares 10,000 of Rs. 100 each, Rs. 50 Paid. 

Value of Equity Share = =Rs . q 5 . 30 

Q. 7. The following particulars are available in relation to a 
Company: 

(a) 45 -?’ Prefe / ence Shares of Rs. 100 each, fully paid. 
4,500 Equity Shares of Rs. 10 each fully paid. 

(b) External Liabilities Rs. 7,500. 

(c) Reserves and Surplus Rs. 3,500. 

(d) The average normal profit (after taxation) earned every year 
by the Company Rs. 8,505. 

(e) The normal profit earned on the market value of equity 
shares, fully paid, of the same type of Companies is 9%. 
Calculate the value of each type of shares by: 

(i) The Asset-Backing method assuming that, out of the total, 
assets worth Rs. 350 are fictitious. 

(ii) The Earning-Capacity method. 


[C.U. B. Com. (Hons.)] 

Ans. 

I. Asset-Backing method: 


Preference Share Capital 

Rs. 

45,000 

Equity Share Capital 

45,000 

Reserves & Surplus 

3,500 

Less: Fictitious assets 

93,500 

350 

Net Assets 

93,150 

Less: Preference Share Capital 

45,000 

Net Assets owned by equity shareholders 

48,150 
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• * Rs. 48,150 .* ia -tA 

Value per equity share: - 4,500 ~ =Rs ‘ 10,70 

Value per Pref. Share=Rs. 100 
II. Earning-Capacity method: 


Average normal profit (after tax) 

Less : Preference dividend 6 % on 45,000 = 

Profit available for equity dividend 


Rs. 

8,505 

2,700 

5,805 


{assuming no transfer to reserve) 

Expected rate of dividend:* 100= 12.9% 

Normal rate of return: 9%. 

Value per equity share: xRs. 10=Rs. 14.33 

Value per Pref. Share=Rs. 100. 

Note: Preference shareholders will not get more than Prescribed 
dividend and face value of shares and as such Preference 
share has been valued at Rs. 100 in both the methods. 

Q. 8 . The following information are obtained from the books of 
Sunrise Company Ltd., as on 30th April 1983: 

Rs. 


Capital: 

10,000 Ordinary Shares of Rs. 
10,000 Ordinary Shares of Rs. 
share paid up. 

10,000 Ordinary Shares of Rs. 

share paid up. 

General Reserve 
Liabilities to Sundry Parties 
Fixed Assets less Depreciation 
Commission on issue of shares 
Preliminary Expenses 
Floating Assets 


10 each fully paid up 1 , 00,000 
10 each Rs. 7.50 per 

75,000 

10 each Rs. 5 per 

50,000 

1,35,000 

55,000 

1,67,000 

6,000 

9,000 

2,33,000 


It is estimated that the normal average profit less tax of the 
company will be maintained at Rs. 34,000 and the expected rate for 
capitalization purpose is 8 %. Calculate the value of each type of 
shares by the asset-backing method (excluding goodwill) and also by 
the yield method. 


(C.U. M. Com ., adapted ) 
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Ads. 


Asset-backing method: 

Fixed Assets less Depreciation 


Rs. 

1,67,000' 

Floating Assets 


2,33,000 

Less: Liabilities to Sundry Parties 


4,00,000 

55,000 

Add: Notional calls: 

on 10,000 shares @ Rs. 2.50 

Rs. 

25,000 

3,45,000- 

on 10,000 shares <g Rs. 5 

50,000 


Funds of Equity Shareholders 


75,000 

4,20,000' 


Asset-backing per fully paid share: '^q^qq 0 - =Rs. 14. 

Fully paid up share=Rs. 14 

Rs. 7.50 paid up share: Rs. (14—2.50)= 11.50 

Rs. 5 paid up share: Rs. (14—5)=9 

II. Yield method: 

Total Paid up Capital Rs. 2,25,000 

Expected rate of dividend: Yl foOO X I00=s 15,11 % 

Value of each fully Paid up Share: ~ xRs. 10=Rs. 18.89 

o 

Value of each Rs. 7.50 Paid up Share: — ^ ^ ■ X Rs. 7.50 

o 

= Rs. 14.17 

Value of each Rs. 5.00 Paid up Share: 

^g 11 xRs. 5=Rs. 9.44 

Q. 9. Your client intends to invest not more than Rs. 15,000 in 
Equity Shares of Iron Foundry Ltd., and wants you to advise him 
the maximum number of shares he can expect to acquire with the 
said amount on the basis of the following information available to 
him: 
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Rs. 


Issued and Paid up Capital: 

6 % Preference Shares of Rs. 100 each 5,00,000 

Equity Shares of Rs. 10 each. 3,00,000 

8,00,000 


Average net profits of the business is Rs. 57,000. Expected 
normal yield is 7% in case of such Equity Shares. 

Total Tangible Assets (other than Goodwill) Rs. 9,49,000 and 
total outside liabilities Rs. 95,000. 

Goodwill is to be calculated at 5 years’ purchase of the super 
profits, if any. 

Show your workings in detail. Ignore Income tax. 

[C.t/., B. Com.y (Hons.)} 


Ads. 

(1) Total Tangible Assets 
Less : Outside Liabilities 

Net Assets 

Less: Preference Capital 

Funds of Equity Shareholders . 

(2) Average Net Profit 

Less: Preference dividend @ 6% 

Less: Normal return: 7% on 3,54,000 (Equity 
only as given in question). 

Super Profit: 

(3) Value of Goodwill at 5 years’ purchase of 
Super Profit=Rs. 2,220x5=11,100 

Net assets as calculated above 
Add: Goodwill 


Rs. 

9,49,000 

95,000 


8,54,000 

5,00,000 


3,54,000 
■ — • 

57,000 

30,000 


27,000 

24,780 


2,220 


3,54,000 

11,100 


3,65,100 


Funds of Eq. Shareholders including goodwill 
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Value of each equity share= Rs ' =Rs. 12.17 

(4) Maximum number of shares the Client can 

15,000 


expect to acquire 


12.17 


= 1,232 Equity Shares. 


i .a**' 10, f o llow 'ng is the Balance Sheet of Bright and Co., 
Ltd., as at 31st December 1980: 


Rs^ 

Share Capital-Authorised 
and Paid up 10,000 
Shares of Rs. 100 each 
fully paid up. 10 , 00,000 

Reserve Fund 3,00,000 

Depreciation Fund: 

Rs. 

Building 20,000 

Investments 90,000 

-1,10,000 

Sundry Creditors 96,000 

Reserve for Bad Debts 40,000 

Profit & Loss Account: 

Balance on 

31-12-79. • 1,60,000 

Profit for the 
year. 8,60,000 

-10,20,000 


Rs. 


Buildings at Cost. 1,60,000 

Furniture at cost 6,000 

Investments in 
Government security 
at cost. 7,60,000 

Stock-in-trade at 
market value. 8,50,000 

Sundry Debtors-all 
considered good. 6,50,000 

Cash at Bank 1,40,000 


25,66,000 


25,66,000 


It is now ascertained that: 

(a) the company’s prospects for 1981 are equally good; 

(b) profit for the past three years have shown an increase of 
Rs. 40,000 annually; 

(c) the buildings are worth now Rs. 4,96,000 and furniture 
Rs. 10,000; 

(d) companies of similar nature are showing a profit earning 
capacity of 10 per cent on the market value of the shares; 

(e) investments yield 5% net on the book value; 

(f) goodwill is to be valued at 3 years’ purchase of super profits. 

You are required to ascertain the fair value of each share showing 
in details your calculations. 


[C.U.y B. Com., (Hons.) adapted] 
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Ads. 

1. Buildings 
Furniture 
Stock-in-trade 
S. Debtors (all good) 
Cash at Bank 


Total Assets 
Less: S. Creditors 


Capital employed on 31-12-80 
Less: £ of current year’s profit after tax 
Profit for the year 
Less: Income from Investment 
5% on 7,60,000= 


8,60,000 

38,000 


Less: Tax at 50% 


8,22,000 

4,11,000 


Rs. 

4,96,000 

10,000 

8,50,000 

6,50,000 

1,40,000 

21,46,000 

96,000 

20,50,000 


4,11,000 xi== 

2,05,500 

Average Capital employed. 

18,44,500 

2. Profit for 1980 

„ „ 1979 8,60,000-40,000 = 

„ „ 1978 

8,60,000 

8 ,20,000 

7,80,000 

24,60,000 

Average Profit 

Less : Interest on Investment 

8 ,20,000 

38,000 

Less: Tax at 50% 

7,82,000 

3,91,000 

Average adjusted profit after tax 

Less: Normal return at 10% on 18,44,500= 

3,91,000 

1,84,450 

Super Profit 

2,06,550 
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Goodwill = 3 *2,06,550 = 

i.e., 

3. Capital employed as on 31-12-80 
Goodwill 
Investments 

Dep. Fund Investments 

Reserve for Bad debts (not 
deducted as all debtors are good) 

Funds of Shareholders 


7,60,000 

90,000 


6,19,650 

6,20,000 

20,50,000 

6,20,000 


6,70,000 


33,40,000 


4. Intrinsic value of each 
Yield Method: 


share 


33, 40,000 _ 

10,000 shares 


Rs. 334 


Profit for 1986 
Add: Increase annually 


Rs. 

8,60,000 

40,000 


9,00,000 


Less: Tax 50% 4,50,000 

Future maintainable Profit 4,50,0C0 

Less: Transfer to reserve 10%=Rs. 45,000=say 50,000 

Profits available for Dividend 4,00,000 


Expected rate of dividend ^- ^’co’ooo x 100=40 % 

Value per share= xl00=Rs. 400 
Fair Value=—' 4 + 400 =R S . 367 

Q. II. From the following limited information, prepare state¬ 
ments showing: 

(i) Capital “employed” during each of the three years; 

(ii) Goodwill on the basis of four years’ purchase of the average 
super profits on a 10 per cent yield basis; and 

(iii) the real and marketable values of shares and of the business 
as a going concern. 
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P Co. Private Ltd. 

Balance Sheet as at 31st December 


1983 

1984 

1985 

Rs. 

Rs. 

Rs. 


Capital and Liabilities: 

10,000 shares of Rs. 100 each 


fully paid. 

Creditors 

General Reserve 

Profit & Loss A/c. 

10 ,00,000 

3,00,000 

5,00,000 

70,000 

10 ,00,000 

4,00,000 

6 ,00,000 

80,000 

10 ,00,000 

5,00,000 

7,00,000 

1 ,20,000 


18,70,000 

20,80,000 

23,20,000 

Property and Assets: 

Goodwill 

5,00,000 

4,00,000 

3,00,000 

Factory Building and Machinery 
(less depreciation). 

9,00,000 

10 ,00,000 

10 ,00,000 

Stock-in-trade 

4,00,000 

5,00,000 

6 ,00,000 

Debtors 

10,000 

80,000 

2 ,20,000 

Cash in hand and at Bank 

60,000 

1 ,00,000 

2 ,00,000 


18,70,000 

20,80,000 

23,20,000 

The following Assets had been undervalued, their real worth to 

the business being: 

1983 

1984 

1985 


Rs. 

Rs. 

Rs. 

Factory Building and Machinery 

10 ,00,000 

11 ,00,000 

12 ,00,000 

Stock-in-trade 

6 ,00,000 

7,00,000 

8 ,00,000 

Net Profits after writing off 
depreciation and making provi¬ 
sions for taxation and General 
Reserves (including opening 
balance). 

4,10,000 

5,10,000 

6 ,10,000 


As per the Articles of Association of this Private company, its 
Directors have declared and paid dividends to its members in the 
month of December, each year out of the profit of the relative year. 

The cost of the Goodwill to the Company was Rs. 5,00,000. 
•Capital employed at the beginning of the year 19 <3 wasRs. 19,30,000 
including the cost of Goodwill and balance in Profit & Loss A/c. at 
the same time was Rs. 60,000. 


[C.U., B. Com., (Hons.)] 
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Ans. 


(i) Capital Employed: 



1983 

1984 

1985 


Rs. 

Rs. 

Rs. 

Goodwill (at cost) 

5,00,000 

4,00,000 

3,00,000 

Factory Building and 




Machinery as revalued 

10 ,00,000 

11 ,00,000 

12 ,00,000 

Stock (as revalued) 

6 ,00,000 

7,00,000 

8 ,00,000 

Debtors 

10,000 

80,000 

2 ,20,000 

Cash & Bank 

60,000 

1 ,00,000 

2 ,00,000 

Total Assets 

21,70,000 

23,80,000 

27,20,000 

Less: Creditors 

3,00,000 

4,00,000 

5,00,000 

Capital employed on 31st Dec. 

18,70,000 

19,80,000 

22 ,20,000 

Opening Capital employed 

19,30,000 

18,70,000 

19,80,000 


38,00,000 

38,50,000 

42,00,000 

Average Capital employed 

19,00,000 

19,25,000 

21 ,00,000 

Adjustment for profit already 




distributed (see note below) 

1,70,000 

2,15,000 

2,45,000 

Adjusted Average Capital 
employed 

20,70,000 

21,40,000 

23,45,000 


Note: Statement of Profit already distributed. 



1983 

1984 

1985 


Rs. 

Rs. 

Rs. 

Profits as given 

4,10,000 

5,10,000 

6 ,10,000 

Less: Opening balance 

Profit retained in the 

60,000 

70,000 

80,000 

current year. 

10,000 

10,000 

40,000 

Profit distributed 

3,40,000 

4,30,000 

4,90,000 

Half of the distributed profit. 

1,70,000 

2,15,000 

2,45,000 
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(ii) Goodwill: 


Profits as given in question 
Less : Opening Balance 

Add: Undervaluation of 
closing stock 

Less: Undervaluation of 
opening stock 

Add: Goodwill written off 
Amount transferred to 
General Reserve (amount of 
’83 assumed) 

Less: Depreciation on increase 
in the value of Factory 
Building & Machinery (say 
@ 10 %) 

Future maintainable profits 
Less: Normal return, at 10% on 
average capital employed 

Super Profits 


1983 

Rs. 

1984 

Rs. 

1985 

Rs. 

4,10,000 

60,000 

5,10,000 

70,000 

6 ,10,000 

80,000 

3,50,000 

4,40,000 

5,30,000 

2 ,00,000 

2 ,00,000 

2 ,00,000 

5,50,000 

6,40,000 

7,30,000 

— 

2 ,00,000 

2 ,00,000 

5,50,000 

4,40,000 

1 ,00,000 

5,30,000 

1 ,00,000 

1 ,00,000 

1 ,00,000 

1 ,00,000 

6,50,000 

6,40,000 

7,30,000 

10,000 

10,000 

20,000 

6,40,000 

6,30,000 

7,10,000 

2,07,000 

2,14,000 

2,34,500 


4,33,000 4,16,000 4,75,500 


, 4.33.000 4- 4,16,000+4,75,500 

Average Super Prohts=- 3 


=Rs. 4,41,500 

Goodwill=4x4,41,500= 17,66,000 


Net Assets i.e.. Capital employed on 31-12-85 
Add: Goodwill increase 17,66,000—3,00,000 = 


Rs. 

22,20,000 

14,66,000 


Funds of Shareholders 


36,86,000 
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Intrinsic value (real value) = =Rs. 368.60 

1 u,uuu 

Marketable value: 

Profit for 1985 

Less: transfer to Reserve 

Future maintainable Profit available for Dividend 


Expected rate of dividend =100 = 51 % 

Value per share = x100 = Rs. 510 

Q. 12. The following information is available in respect of busi¬ 
ness carried on by Mr. X: 

1. Capital employed Rs. 1 >00,000 

2. Normal rate of return 15% 

3. Profits for last four years are: 



Rs. 

1978 

13,000 

1979 

17,000 

1980 

18,500 

1981 

28,900 


Scrutiny of profits, however, reveals that: 

(a) the profits are before managerial remuneration of 
Rs. 3,000 p.a.; 

(b) in 1978 there was loss on sale of machinery of Rs. 1,000; 

(c) the closing stock of 1979 is overvalued by Rs. 1,000; and 

(d) on 1st July, 1980 a major repair of Rs. 5,000 resulting in 
improvement of plant is charged to revenue, the said sum is 
agreed to be capitalised for goodwill subject to adjustment 
of depreciation at 20% p.a. on reducing balance method. 

You are required to calculate, goodwill on the basis of five years 
purchase of super profits of the business calculated on weighted 

average profit of the last four years. The appropriate weights to be 

used are: 

1978 1 1979 2 

1980 3 1981 4 

Find out the price of Goodwill of Mr. X. 

(B. Com ., Gujarat, April 1932) 


Rs. 

6,10,000 

1,00,000 

5,10,000 
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Ans. Statement Showing the Super Profits of the Business 


Year 


Particulars 


Net profits Weights Weighted 
(after adjust- Amount 

meats) 


1978 Profit 13,000 

Less : Managerial 

Remuneration 3,000 


10,000 

Add: Loss of sale 


of machinery 

previously 

deducted 

1,000 

-1 i ,000 

1 

11,000 

1979 Profit 

17,000 



Less: Managerial 




Commission 

3,000 




14,000 

Less: Over-valuation 

of closing stock 1,000 

- 13,000 2 26,000 

1980 Profit 18,500 

Less: Managerial 

Remuneration 3,000 

15.500 

Add: Major repair 
charged to 
Revenue but to 
be capitalised 5,000 

20.500 


500 


Less: Depreciation 
on the above 
capital expendi¬ 
ture at 20% for 
6 months 


20,000 


3 


60^)00- 
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1981 


Profit 28,900 

Less: Managerial 

Remuneration 3,000 


25,900 

Less: Depreciation on 
capitalised ex¬ 
penditure at 20% 

on (5,000-500) 900 25,000 4 1,00,000 


Total 10 1,97,000 


Weighted Average 1,97,000 

Profit of last 4 10 

years =19,700 

Less: Normal rate of 
return 15% of 

1,00,000 = 15,000 


Super Profit 4,700 


Goodwill on the basis of 5 years purchase of Super Profits 

=5x4,700=Rs. 23,500 
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You are given the following information: 

(1) The present value of Building is Rs. 1,80,000 and that of 
Machinery is Rs. 80,000. 

(2) Companies doing similar business shows profit earning capa¬ 
city of 10 per cent on market value of their shares. 

(3) The average annual profit after 50% tax of last three years 
is Rs. 48,000. 

(4) The company has held 6% Govt. Securities for last three 
years and interest on the Govt. Securities is liable to tax. 

(5) Goodwill of the company is to be taken at five years* pur¬ 
chase of super profits. 

Calculate the fair value of shares of the company. 


( B . Com.y Gujarat , April 1982 > 

Ans. (a) Net Assets Method 

Rs. 

Buildings 


1,80,000 

Machinery 


80,000 

Furniture 


20,000 

Stock 


1 ,00,000 

60,000 

Debtors 


Cash & Bank 


20,000 

Total Assets 


4,60,000 

Less: Creditors 


1 ,00,000 

Net Assets in the business 


3,60,000 

(Capital employed) 

Average annual profit after 50% tax 

48,000 


Less : Interest on Govt. Securities: 

6,000—50% 

Less: Normal profit 10% on 

3,000 

45,000 

3,60,000 

36,000 


Super profit 

9,000 



Goodwill at 5 years’ purchase of Super profits=5 X 9,000 = 
Rs. 45,000/. 



Rs. 

Net assets as calculated above 

3,60,000 

Add: Investments 

90,000 

Add: Goodwill 

45,000 

Total Assets 

4,95,000 



goodwill and valuation of shares 

Less: Preference Share Capital 
Assets available to Equity Shareholders 
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Rs. 

1 , 00,000 

3,95,000 


_ 3,95,000 

Intrinsic value of Equity share 2,000 shares 

(b) Yield Method 


=Rs. 


££■&£££SSE»d 8 -/. on .,00,000 


Less: Transfer to General Reserve 25% (assumed) 
Profits available to Equity Shareholders 


197.50. 


Rs. 

48,000 

8,000 


40,000 

10,000 


30,000 


000 © 

Expected rate of Dividends— 2,00,000 x l00 “ 15/ ° 

Value per Equity Share on yield basis= 

Expected rate of Dividend x p aid va \ ue of share 
— Normal rate of Dividend 

=“}o' xl00==Rs - 150/ “ 

Fair value of share (i.e. average of both the methods) 

197.50+150 
™" 2 ' 

=Rs. 173.75 

Q. 14. The Balance Sheet of Ganesh Limited, as on 31 

was as under: _ 


-3-1981 


Liabilities 


Rs. 


Assets 


Rs. 


2,000 Equity Shares of 
Rs. 100/- each 
General Reserve 
Profit and Loss A/c. 
Creditors 

Provision for taxation 
Provident Fund 


Land and Building 
2,00,000 Machinery 
50,000 Investments at cost 
25,000 (Market Value 
45,000 Rs. 37,500) 

20,000 Debtors 
17,500 Stock 

Cash and Bank 


1 


,25,000 

75,000 


45,000 

50,000 

37,500 

25,000 

3,57,000 


3,57,500 
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Additional Information: 

(1) Land and Building and Machinery are valued at Rs. 1,37,500 
and Rs 55,000 respectively. 

(2) Of the total debtors, Rs. 2,500 are bad. 

(3) Goodwill is to be taken at Rs. 25,000. 

(4) The normal rate of dividend, declared by such type of com¬ 
panies, is 15% on the paid up capital. 

(5) The average rate of dividend, declared and paid by this 
Company is 18% on its paid up capital. 

Calculate the fair value of the Equity Share of the Company. 

(B. Com., Gujarat, November 1981 ) 

Ans. (a) Yield Methods 

Value of Equity Share 

Rale of Dividend . . . 

“Normal rate of return XPa,d U P share value 

= ||-xl00 = Rs. 120. 

(b) Value of Equity Share on the Basis of Intrinsic Value: 



Rs. 

Goodwill 

25,000 

Land and Buildings 

1,37,500 

Machinery 

55,000 

Investments at Market 


Value 

37,500 

Debtors less bad debts 

47,500 

Stock 

37,500 

Cash and Bank 

25,000 


3,65,000 

45,000 

20,000 

17,500 


82,500 


Net assets belonging to 2,82,500 

Equity Shareholders _ - 


Less: 

Creditors 

Provision for taxation 
Provident Fund 
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Value of Equity Share 

(on the basis of 2,82,500 

Intrinsic Value — 2,000 


=Rs. 141,25 


(c) Fair Value= S+!> , ^004-141.25 =Rg 13a62 

say Rs. 130/- per Equity Share. 

Q. 15. The Balance Sheet of Vishnu Limited, is as follows: 
Balance Sheet as on 31-12-80 


Liabilities 

Equity Share Capital: 

1,500 share of 
Rs. 100 each 
Capital Reserve 
Profit and Loss Account 
Creditors 

Depreciation Fund: 

Land and Building 7,500 
Machinery 15,000 


Rs. Assets 

Goodwill 
Land and Building 
1,50,000 Machinery 
30,000 Stock 
13,000 Debtors 49,000 

63,000 BDR 1,500 

Cash and bank 
balances 

22,500 


Rs. 


15,000 

95,000 

60,000 

67,500 


47,500 

3,500 


2,78,500 


2,78,500 


This Company’s business is to be purchased by Shiv Limited. 
You are required to value the goodwill of the Company, after taking 
into account, the following information: 

(1) The reasonable return on capital employed in the class of 
business done by the company is 12%. 

<2) The Company’s average profits of the last five years after 
making provision for taxation, amounted to Rs. 47,500. 

<3) The present market value of the Land and Building is 
Rs. 1,10,000. 

(4) The other assets are to be taken at their book-values. 

(5) The directors of Vishnu Limited (two in number) are to be . 
appointed on the Board of Directors of Shiv Limited. The • 
worth of their services is (and will be in future), Rs. 5,000 
-p.a. for each of the two directors, but no charge has been 
made, regarding this, against the profits of the Vishnu 
Limited. 

*(6) The goodwill of the business of Vishnu Limited is to be 
taken at four years’ purchase of super profits of the 
Company. 

( B . Com., Gujarat, November 1981 ) 
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Ans. 


Capital Employed 


Land and Building 


Rs. 

1,10,000 

Machinery 


60.000 

Stock 


57,500 

49,000 

Debtors 


Cash and Bank 


3,500 

Gross Assets 


2,80,000* 

Less : 

Creditors 

63,000 

22,500 


Depreciation Fund 


Bad Debtors Reserve 

(BDR) 

1,500 



87,000 


fS f 1,93,000 


47,500 


95,000 

10,000 


85,000 

42,500 


42,500 

23,160 


19,340> 


77,360 


uper Profit : 

Average Profit of last 5 years after Tax 
Tax at 50% (assumed) 

100 

Average Profit before Tax 47,500x — 
Less : Directors Remuneration for two 

Net Profit (in future) 

Less : Tax at 50% 

Net Profit (after Tax in future) 

Less : Reasonable return at 12% on Capital: 
Employed i.e., 12% on 1,93,000 

Super Profit 

Goodwill at 4 years Purchase of Super Profits 
4 x 19,340 = 


Q. 16. The present capitalisation of a company is as under : 


Rs. 

8% 8,000 Debentures of Rs. 100 each 

9% 4,000 Cumulative Pref. shares of Rs. 100 each 4,0 2 , 952 

8,000 Equity shares of Rs. 100 each q 8,00,000- 

Earnings before interest and taxes are 15% of 
capital invested. 


GOODWILL AND VALUATION OF SHARES 


475 


The company needs to raise additional capital of Rs. 4,00,000 
which will also produce 15% every year. 

Advise the Company about the best method of raising additional 
capital. Assume rate of tax at 60% and rate of interest at 8% and 
Pref. shares at 9%. 

( B . Com., Punjab University , September 1982 ) 


Ans. Debentures 'carry 8% interest which is lower than the 
Dividend rate of Preference Shares. Further Debenture Interest will 
attract tax benefit as it will be an admissible expenditure for arriving 
at Profit on which only tax will have to be paid. Then the effective 
rate of Interest will be as follows: 

Before Tax Cost of Capital x(t—Tax rate) 

8%X(1—0.6) 

4% X 0.4 = 3.2% 

Further earnings per share also will improve. Hence it is advised 
to raise additional capital by issue of Debentures only. Even then 
the Debt-Equity ratio will not exceed 1 : 1 as shown below: 


Debt-Equity ratio 


Outsiders Funds 
Shareholders Funds 


8,00,0004-4,00,000 

12,00,000 


Note: Earnings per Share : 


Particulars Present 

Rs. 

Proposed i.e., after 
raising additional 
capital by issue of 
debentures 

Rs. 

EBIT 15% of Capital invested 



i.e., 15% of Rs. 20 lakhs 

3,00,000 


15% of 24 lakhs 


3,60,000 

Less: Interest : 



6% on 8,00,000 

48,000 


6% on 12,00,000 


72,000 

Profit before tax 

2,52,000 

2,88,000 

Tax at 60% 

1,51,200 

1,72,200 

Profit after tax 

1,00,800 

1,15,200 

Less: Preference Dividend 

36,000 

36,000 

Profits available to Equity 

64,800 

79,200 
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Earnings per Share 


64,800 

“ 8,000 


= 8.10 


79,200 

8,000 


9.90 


Q. 17. A Company offers to its shareholders the right to buy 2 
shares of Rs. 11 for every 4 shares of Rs. 10 each held. The market 
value of share is Rs. 42 each. Calculate the value of the right. 


( B. Com ., Punjab University , September 1982) 


Ans. 

MN + S 
P N+r 

(4x42)+ ( 2 X 11 ) 

4+2 

= 1 68 + 22__1W =Rs 3167 
6 6 


Value of Right = R= p/_j. r ' x(M—S) 

"ITT * (42_n) 


- 7 - X 31 = 10.33 
o 


or 42—31.67=10.33 

Note: P=Theoretical Market Price ex-rights. 

M=Cum rights Market Price. 

N=No. of sold shares. 

S = Subscription Price. 
r=No. of Right Shares. 

R= Value of one right. 


Q. 18. The nominal value of equity shares of a company is 
Rs. 10 and the current market price is Rs. 40. Company issues’at 
the rate of one share for every 2 shares held. The right shares are 
being issued at the premium of 10 %. 

Calculate the value of the right. 

(B. Com., Punjab University , April 1983 ) 
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Ans. Re¬ 
current Market Price= 40 

Issue of right share at Rs. 10 with a 

Premium of 10% 11 


29 


or 


MN+S 
* ' 


N+r 

Value of one Right = 


(40x2)4-11 
2+1 
1 


91 


=Rs. 30.33 


2+1 


x(40—11) 


= i-X 29=9.67 
40—30.33=Rs. 9.67. 


Q. 19. Existing capital structure of a company consists of 
2,00,000 shares of Rs. 10 each. It wants to raise Rs. 10,00,000 for 
expansion. Following alternative plans are available: 

(a) Issue of further equity shares of Rs. 10 each, 

(b) Issue of 10% Preference Shares, and 

(c) Issue of 10% Debentures. 

If the earnings of the company are estimated at Rs. 7,20,000 and 
the rate of tax be 50% calculate the impact of different forms *of 
financing on the earnings of equity shares and identify the best mode 
of financing. 


(B. Com., Punjab University , April 1982) 


Ans. Comparative Statement of Earnings Per Share (EPS) 


Particulars 


Alternative Plans 


Issue of 
Equity 
Shares 
1,00,000 
Shares of 
Rs. 10 


Issue of 10% 
Preference 
Shares 
1 , 00 , 000 , 
pref. shares 
of Rs. 10 
each 

Rs. 10,00,000 
Rs. 


Rs. 


Issue of 
10 % 

Debentures 

Rs. 

10,00,000 

each 

Rs. 10,00,000 


Rs. 


Earnings of Co. (estimated) 7,20,000 
Less: Interest — 


7,20,000 


7,20,000 

1,00,000 
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Rs. 

Rs. 

Rs. 

Profit before Tax 

7,20,000 

7,20,000 

6,20,000 

Tax at 50% 

3,60,000 

3,60,000 

3,10,000 

Profit after tax 

3,60,000 

3,60,000 

3,10,000 

Less: Preference Dividend 

— 

1,00,000 

— 

Surplus available to 1 

Equity Shareholders J 
Earnings per Share-- 

3,60,000 

2,60,000 

3,10,000 

Surplus 

3,60,000 

2,60,000 

3,10,000 

No. of Equity Shares 

3,00,000 
= Rs. 1.20 

2,00,000 
= Rs. 1.30 

2,00,000 
= Rs. 1.55 


Best mode of financing is the issue of Debentures as the Interest 
on Debentures will attract the tax rebate at 50%. Then the Earnings 

per Equity Share will improve. The Cost of Debentures will be 5% 

after tax i.e., 10%x(l—Tax Rate of 50%). Hence this will be bene^ 
ficial to the Equity Shareholders. 

Q. 20. A firm has Rs. 15,00,000 Debt at 8%, Rs. 10,00,000 in 
6% Preference Shares and 4,50,000 Equity Shares at Rs. 10 per 
share. Assuming 50 per cent tax rate, calculate the weighted average 
cost of Capital. 

(A/. Com., Andhra, 1979) 


Ans: Statement of Weighted Average Cost of Capital 


Particulars 

Amount 

Rs. 

Before Tax 
Cost 

After Tax 
Cost (Tax 
at 50%) 

Debt 

15,00,000 at 8% 
Interest= 

1,20,000 

60,000 

Preference Shares 

10,00,000 at 6% 
Dividends =» 

60,000 

60,000 

Equity Shares 
4,50,000 Shares at 

Rs. 10= 

45,00,000 at 12% 
Dividend 
(assumed) = 

5,40,000 

5,40,000 

Total 

70,00,000 

7,20,000 

6,60,000 


l Weighted average cost of capital = 70,00,600 xl00_9 - 43% ' 

Note* There will be effect of Tax on Interest and not on the 
Dividends. Hence it has been shown accordingly. 
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O 21. The face value of the Equity Share of a Company is 
Rs 10 and the current market price Rs. 17. The Company issues 
‘right’ shares at the rate of 3 Equity shares for every five existing 

Equity Shares held, the ‘right’ shares being priced at Rs. 13. 
Calculate the value of the ‘right’. 


[C.U.y B. Com., (//ohs.)] 


Ans. 

Formula: 


Value of Right 


r =n 1T x < m - s) 


X(17—13) 


5+3 

=Rs. 1.50 Value of Right. 

Q. 22. The National Company Ltd. has decided to increase its 
-existing share capital by making a rights issue to the existing share¬ 
holders in the proportion of one nev share foreverytwoold shares 
held. You are required to calculate the price of right share if the 
market value of its share at the tim2 of announcement of right issue 
isRs. 240. The Company has decided to give one share of Rs. 100 
.each at a premium of Rs. 20 each. 

(B. Com., AP Open University, Dec. 1986) 

Ans. Price of Right Share i.e., Value of Right 


R=N^X(^-S) 

X (240—120)= =Rs. 40 

Where R=Value of right 

M = Market price per share 
S=Subscription price 
N=No. of old shares 
r=No. of right shares, 
or 

2 old shares at Rs. 240 = 

1 new share at Rs. 100 + 20 = 


480 

120 


'Total 3 shares 


600 


Value of one share = —^-Rs. 200 

Value of right=240—200 =Rs. 40. 
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Capital Budgeting Decisions 


Q. 1. A company has an investment opportunity costing Rs. 
50,000 with the following expected net cash flow (i.e., after taxes 
and before depreciation): 


Year 


1 

2 

3 

4 

5 

6 
7 
8 - 


Net Cash flow 


8,000 

8,000 

8,000 

15,000 

20,000 

10,000 

6,000 

5,000 


Using 10% as the cost of capital determine the following: 

(a) Pay back 

(b) Net present value at 10% discount factor 

(c) Internal rate of return. 

# • 

(M. Com.y Andhra , 1986) 


Ans. 

a. Payback Period: 
Year 


1 

2 

3 

4 


5 


Net Cash Flow (Rs.) 

8,000 

8,000 

8,000 

15,000 


39,000 

11,000 Out of 20,000 


Investment 


50,000 


i e , Payback Period 4 years 4- 


11,000 

20,000 


=4.55 years 
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b. N.P.V. at 10% discount factor. 


Year 


1 

2 

3 

4 

5 

6 

7 

8 


Net Cash Flow 
(Rs.) 


8,000 

8,000 

8,000 

15,000 

20,000 

10,000 

6,000 

5,000 


Total 80,000 

Less : Investment 50,000 X 1.000 

N.P.V. 


P.V. Factor 
at 10% 


.90909 

.82645 

.75151 

.68301 

.62092 

.56447 

.51316 

.46651 


Present Value 
(Rs.) 


7,273 

6,612 

6,010 

10,245 

12,418 

5,645 

3,079 

2,333 


53,61 S 
50,000 

3,615 


c. Internal Rate of Return (IRR) 


Year 

T 
2 

3 

4 

5 

6 

7 

8 


Net Cash Flow 
(Rs.) 

8,000 
8,000 
8,000 
15,000 
20,000 
10,000 
6,000 
5,000 


P.V. Factor 
at 12% 

.89286 
.79719 
.71178 
.63552 
.56743 
.50663 
.45235 
.40388 


Present Value 
( Rs.) 

7,143 
6,378 
5,694 
9,533 
11,349 
5,066 
2,714 
2,019 


Total 80,000 

Less : Investment 50,000X1.000 

N.P.V. 


49,896 

50,000 


(-) 


104 


I.R.R. must be between 10% and 12%. It can be found out by 
way of Interpolation as follows: 

Formula: 

Pi—C 


L + 


Pi—P2 


x D 


= 10 + 


10 


53.615— 50 ,000 

53.615— 49,896 

3,615 


X2 


X 2 


3,719 

10+1.944 = 11.944% I.R.R. 
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Q. 2. A Company has an investment opportunity costing Rs. 
40,000 with following expected net cash flow (after taxes but before 
depreciation) 


Year 

Net Cash 
Flow 

1 

2 

3 

4 . 

5 

Rs. 

7,000 

7,000 

7,000 

7,000 

7,000 

Year 

6 

7 

8 

9 

10 

Rs. 

8,000 

10,000 

15,000 

10,000 

4,000 

Using 10% at the cost of capital 

, determine 

• 

• 


(i) Pay back period 

(ii) Net Present value of 10% Discount Factor 
Present value of Re. 1 at 10% discount is : 


Year 

1 

2 

3 

4 

5 


0.909 

0.826 

0.751 

0.683 

0.621 

Year 

6 

7 

8 

9 

10 


0.564 

0.513 

0.467 

0.424 

0.386 


( B . Com.y Punjab University , April 1983) 


Ans. 


Payback period : 

Rs. 

Total Cash Flow for 5 years 

6 th year 8,000 i.e., 

35,000 

Sx8,000 = 

5,000 

Total 

40,000 


Payback period is 5f years. 


(») 

N.P.V. at 10% 

Discount Factor 



Year Net Cash flow 
(after tax but 
before depreciation) 

Discount factor 
at 10% 

Present Value 

Rs. 

1 


X 


6,363 

2 


X 

0.826 — 

5,782 

3 


X 

0.751 = 

5,257 

4 

7,000 

X 

0.683 = 

4,781 

5 

7,000 

X 

0.621 = 

4,347 
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or for Five Years at Rs. 7,000X 

6 8,000 x 

7 10,000 X 

8 15,000 X 

9 10,000 X 

10 4,000 X 

Total : 

Less • Investment 
N.P.V. 


3.790 


26,530 

0.564 

a 

4,512 

0.513 


5,130 

0.467 

=x 

7,005 

0.424 

= 

4,240 

0.386 

= 

1,544 


48,961 

40,000 


8,961 


Q. 3. One of the two machines A and B is to be purchased. 
From the following information, find out which of the two will 
be more profitable. The average rate of tax may be taken at 50% : 


Machine A Machine B 


Rs. Rs. 


Cost of each Machine 


50,000 

80,000 

Working Life 



4 Years 

6 Years 

Earning before tax 




Year 1 



10,000 

8,000 

2 



15,000 

14,000 

3 



20,000 

25,000 

4 



15,000 

30,000 

5 




18,000 

6 




13,000 



( B . Com.y Punjabi September 1982) 

Ans. 





Machines A 

-Depreciation : 50,000/4=Rs. 12,500 per year 

Year Earnings 

Tax* 

Earnings 

Depreciation 

Cash in flow 

before 

at 

after tax 



tax 

50% 




Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1 10,000 

5,000 

5,000 

12,500. 

17,500 ^ . 

2 15,000 


7,500 

12,500 

20,000 

3 20,000 

10,000 

10,000 

12,500 

22,500 

4 15,000 

7,500 

7,500 

12,500 

20,000 

Total 




80,000 

Payback period 

• 

• 

Year 1 


17,500 



Year 2 


20,000 



Year 3 

(balance) 12,500 


Total 


50,000 
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, 12,500 

'•e-> 2 years+2^500 


^---years. 


Post-Payback Profitability=Total Earnings—Cost of Assets 

80,000—50,000 
=Rs. 30,000 


Machine B 

-Depreciation 

80,000 _ 

Iv.S. 

o 

13,333 per year 


Year 

Earnings 

Tax at 

Earnings 

Depreciation 

Cash in 


before 

50% 

after tax 


flow 


tax 






Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1 

8,000 

4,000 

4,000 

13,333 

17,333 

2 

14,000 

7,000 

7,000 

13,333 

20,333 

3 

25,000 

12,500 

12,500 

13,334 

25,834 

4 

30,000 

15,000 

15,000 

13,333 

28,333 

5 

18,000 

9,000 

9,000 

13,333 

22,333 

6 

13,000 

6,500 

6,500 

13,334 

19,834 


Total 


1,34,000 

Payback period Cash Inflow for 3 years 63,500 

4th year (balance) 16,500 

80,000 


i.e., 3 years+• 


16,500 


= 3 


years. 


28,333 ^ 12 

Post-Payback Profitability =Total Earnings—Cost of Asset 

1,34,000—80,000 
= 54,000 


Recommendation : 

Payback period : Machine A is more Profitable 

Post-Payback 

Profitability : Machine B is more Profitable,. 

Q. 4. The following statement gives quantitative considerations 


relevant for the ranking of Proje cts A & B. _ 

Criteria _ Project A _ Project B 

Investment Rs. 400 Rs. 300 

Internal Rate of Return About 18% About 20% 

Present value at 6% DF 542.7 421.2 

Net Present value at 6% DF 142.7 121.2 

Net Present value at 12% DF 60.5 60.5 


^ Q J 

CAPITAL BUDGETING DECISIONS 

inflow of Project A were expected at Rs. 110, 120, 130, 
idf/and 150 over its 5 years economic life. Project B was expected 
Jo have cash inflows of Rs. 100 each over its 5 years economic 

llf Which of the two Projects will you choose if cost of capital is 

(i) 10% 00 1?% and (iii) 15% ? 

Give reasons in support of your decision. The present value o 
Re. 1 at varying discount rates for 5 years is as under 

10 % 


Year 

1 

2 

3 

4 

5 


Ans: 


Year 


6 % 

0.943 

0.890 

0.840 

0.792 

0.747 


0.909 

0.826 

0.751 

0.683 

0.621 


127. 

15— 

18% 

20 % 

0.893 

0.870 

0.847 

0.833 

0.797 

0.756 

0.718 

0.694 

0.712 

. 0.658 

0.609 

0.579 

0.636 

0.572 

0.516 

0.482 

0.567 

0.497 

0.437 

0.402 


(fl. Com ., Punjab University, September 1983) 

Statement of Comparative NPV— Project ‘A’ 


Cash P. V 
in flow Factor 
at 10% 
Rs. 


Present P.V 
Value Factor 
at 12% 
Rs. 


Present P.V Pre- 
Value Factor sent 
15% Value 
Rs. 


1 st year 
2 nd year 
3rd year 
4th year 
5th year 

Total 
Less : 


110 

120 

130 

140 

150 


0.909 

0.826 

0.751 

0.683 

0.621 


100 

99 

98 

96 

93 


0.893 

0.797 

0.712 

0.636 

0.567 


Rs. 

.98 

96 

92 

89 

85 


0.870 

0.756 

0.658 

0.572 

0.497 


96 

91 

85 

80 

75 


650 

Invest¬ 

ment 


3.790 486 3.605 460 3.353 427 


NPV 

Project C B' ‘—at 10% 

= 100X3.790 = 379 

Less : Investment 300 


400 


86 


400 


60 


400 


27 


at 12% " at 15% 

100 X 3.605 = 360 100 X 3.353=335 

300 


300 


NPV 


79 


60 


35 
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Recommendation 


Cost of capital Project Reason 


At 10% Project ‘A’ is to be 
chosen 

At 12% Both are same but 

project ‘B’ should be 
chosen 

At 15% Project ‘B’ should be 
chosen 


Its NPV is more 
than that of *B\ 

NPV of both pro¬ 
jects is same but IRR 
of‘B’ is higher. 

It NPV is more than 
that of ‘A*. 


Note :—As final recommendation, Project ‘B’ is better as its 
IRR is higher than that of Project ‘A*. 

Q. 5. Given below is information regarding six mutually 
exclusive investment proposals: 


Cash Inflow (after all current 
expenses and taxation) 


Proposal 

Outlay 

Rs. 

I Year 

Rs. 

II Year 

Rs. 

III Year 
Rs 

A 

10,000 

10,000 

Nil 

Nil 

B 

10,000 

5,000 

5,000 

5,000 

C 

10,000 

12,000 

4,000 

2,000 

D 

10,000 

8,000 

6,000 

2,000 

E 

10,000 

2,000 

4,000 

12,000 

F 

10,000 

6,000 

2,000 

8,000 


The salvage at the end of three years is nil in all cases. You are 
required to rank these alternative proposals based upon: 

t Payback period 

Average Rate of Return 

Net Present Value (Discounting Rate—10% p.a.) 
Briefly explain the reason for any difference in the Rankings. 


Ads. 

(A/. Com., 

(a) Pay Back Period 

S.V. 1981) 

Proposal 

Outlay 

Payback period 

Rank 


Rs. 



A 

10,000 

1 Year 

2 

B 

10,000 

2 Years 

4 

C 

10,000-15555 x 12=10 raonths 




i.e. 5/6th year 

1 

D 

10,000 

1 1/3 year 

3 

E 

10,000 

2 1/3 year 

6 

F 

10,000 

2 1/4 year 

5 
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(b) Average Rate of Return 

Proposal Outlay Total inflow Total Average Average 

for 3 years savings return for rate of Rank 



Rs. 

Rs. 

Rs. 

1 Yr. 

return 

% 


A 

10,000 

10,000 Nil 

— 

— 

6 

B 

10,000 

15,000 

5,000 

1,667 

16.67% 

5 

C 

10,000 

18,000 

8,000 

2,667 

26.67% 

1 

D 

10,000 

16,000 

6,000 

2,000 

20 % 

3 

E 

10,000 

18,000 

8,000 

2,667 

26.67 % 

2 

F 

10,000 

16,000 

6,000 

2,000 

20 % 

4 



(c) Net Present Value at 10% 



Proposal Year Cash 

Discount 

Present Net present Rank 


inflow 

factor 

value 

value 



Rs. 

at 10% 

Rs. 

Rs. 


A 

1 st 

10,000 

0.90909 

9,091 




Less 

: Outlay 


10,000 

(—)909 

6 

B 

1 st 

5,000 

0.90909 

4,545 




Ilnd 

5,000 

0.82645 

4,133 




Illrd 

5,000 

0.75131 

3,757 




Total 



12,435 



Less: Outlay 


10,000 







■ 

2,435 

5 

C 

1 st 

12,000 

0.90909 

10,909 




Ilnd 

4,000 

0.82645 

3,306 




Illrd 

• 

2,000 

0.75131 

1,503 




Total 



15,718 




Less: Outlay 


10,000 








5,718 

1 

D 

1 st 

8,000 

0.90909 

7,273 




Ilnd 

6,000 

0.82645 

4,959 




Illrd 

2,000 

0.75131 

1,503 




Total 



13,735 



Less: Outlay 


10,000 




3,735 3 
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Rs. 


Rs. 

1 st 

2,000 

0.90909 

1,819 

Ilnd 

4,000 

0.82645 

3,306 

Illrd 

12,000 

0.75131 

9,016 

Total 



14,141 

Less: Outlay 


10,000 

1 st 

6,000 

0.90909 

5,455 

Ilnd 

2,000 

0.82645 

1,653 

Illrd 

8,000 

0.75131 

6,010 

Total 



13,118 


Less: Outlay 10,000 


Rs. 


4,141 2 


3,118 4 


Q. 6. The following figures are available in the project report 
of a company in respect of their proposed capital expenditure. You 
are required to compute the rate of return using discounted Cash 
Flow Method: 


Year 

Cash outflow Rs. 200 
lakhs original 
investment 
(Rs. lakhs) 

Cash inflow before 
depreciation 

(Rs. lakhs) 

1973 

• • • 

70 

1974 

• • • 

70 

1975 

• • • 

70 

1976 

• • • 

70 

70 


200 

350 


The source of cash inflows accrues from project benefits due to 
cost savings. (A/. Com. y SV , April 1978) 


Ans: Payback period in this case is less than 3 years i.e. 27 - 
years—2.857 years. Within 2? years, we will get back Rs. 200 lakhs. 
If we see the present value tables of one rupee per year—n years at 
r% against the life of 5 years, we will find 2.8636 (which is nearer 
to 2.857 years as mentioned above) under 22% i.e. in this case, the 
rate of return using discounted cash flow method comes to 22% 
(approximately). This can be reconciled as follows: 
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Year 


Cash inflow Present value at 22% 

(before deprecia- 

tion) Factor Amount 

(Rs. in lakhs) Rs * 


1st year 1973 

70.00 

0.81967 

2nd year 1974 

70.00 

0.67186 

3rd year 1975 

70.00 

0.55071 

4th year 1976 

70.00 

0.45140 

5th year 1977 

70.00 

0.37000 

Total: 

350.00 



57,37,690 

47,03,020 

38,54,970 

31,59,800 

25,90,000 


2,00,45,480 


Q. 7. (a) A project of Rs. 20,00,000 yielded annually a profit of 
Rs. 3,00,000 after depreciation @ 12*% and is subject to income tax 
@ 50%. Calculate payback period. 

(b) No project is acceptable unless the yield is 10^. Cash inflows 
of a certain project aloagwith cash outflows are given below: 


- T » ■ 

Year Outflows Inflows 

_ Rs. _ Rs. 

0 1,50,000 — 

1 30,000 20,000 

2 30,000 

3 60,000 

4 80,000 

5 30,000 

40,000 (being salvage value at the end of 


5 years) 


Calculate net present value. (£. Com. y Punjab , Sept. 19S0) 

Ans. (a) 

Rs. 

Profit before tax (PBT) 3,00,000 

Less : Income-tax at 50% 1,50,000 


Profit after tax (PAT) 1,50,000 

Add: Depn. 12J% on Rs. 20 lakhs 2,50,000 


Annual cash flow or savings per annum 


4,00,000 


^ - s >-* 
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(b) Statement of NPV at 10% 


Year 

Inflow 

Discount 
factor at 10% 

Present value 


Rs. 


Rs. 

1 

20,000 

0.90909 

18,182 

2 

30,000 

0.82645 

24,792 

3 

60,000 

0.75131 

45,079 

4 

80,000 

0.68301 

54,641 

5 

30,000 

0.62092 

18,628 


40,000 

0.62092 

24,837 


(salvage value at the 
end of 5 years) 




✓ 

Total 

1,86,159 

Less: Cash outflow at the beginning 1,50,000 
Cash outflow at the end of 1st yr. 



30,000x0.90909 

27,273 

1,77,273 



NPV: 

8,886 


Hence the project is acceptable. 


Q. 8. Following is the relevant data for two machines A and B: 

Particulars 

A 

B 


Rs. 

Rs. 

Capital outlay 

2,000 

2,400 

Net Cash Flow 1st yr. 

1,000 

800 

2 nd yr. 

1,000 

800 

3rd yr. 

Nil 

2,000 


Find out which of the two is a better investment, showing neces¬ 
sary workings. 


( B . Com ., Punjab University , April 1981) 
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Ans. 


Machine 


Payback period: 


A 

2 years 


i.e. ; 


Machine ‘A’ is a better investment. 


B 

, 800 

2years+ Xooo 

4 

2 y- years. 


Note: Post-Payback Profitability=Total Savings—Capital Outlay 
Machine A=2,000—2,000 = Nil. 

Machine B = 3,600—2,400=Rs. 1,200 
In this case Machine ‘B’ is a better investment. 


Q. 9. Jai Engineering Co. Ltd. is considering the purchase of a 
machine. There are two possible machines which will produce the 
additional output. Details of these machines are given below: 


Capital Cost 

Sales (at standard prices) 
Costs: 


Labour 
Materials 
Factory overhead 
Administrative cost 
Selling cost 
Expected life in year 


Machine X 
Rs. 


30,000 

50,000 

5,000 

4,000 

6,000 

2,000 

1,000 

2 


Machine Y 
Rs. 


30,000 

40,000 

3,000 

5,000 

5,000 

1,000 

1,000 

3 


Additional Informations 


(i) Costs shown relate to annual expenditure resulting from each 
machine. 

(ii) Sales are expected to continue at the rates shown for each for 
the full life of each machine. 

(iii) Tax to be paid @ 50% of net earnings. 

(iv) Interest on capital is to be ignored. 

(v) The appropriate rate of interest for converting to present 
values may be taken at 10%. 

Show the most profitable investment on the basis of facts given by 
the following methods: 

(a) Payback period. 

(b) Return on Investment. 

(c) Present Value Return on Investment. 


(M. Com., Vtkal , 1980} 
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Ans. 


Statement of Comparative Cash Flow 


Particulars 

Machine X 
Rs. 

Machine Y 
Rs. 

Costs—Labour etc. as given 
in question 

Depreciation 30,000/2 

18,000 
15,000 

15,000 

10,000 

Total Cost 

Sales 

33,000 

50,000 

25,000 

40,000 

Profit before Tax 

Tax at 50% 

17,000 

8,500 

15,000 

7,500 

Profit after Tax 

Add: Depreciation 

8,500 

15,000 

7,500 

10,000 

Cash Flow per annum 

23,500 

17,500 

(a) Pay back period = 

Capital Cost 30,000 

Savings per annum "™ 23,500 

= 1.2766 years 

Machine ‘X* is more profitable investment as its 
is lower than that of Machine *Y\ 

X 

30,000 
“ 17,500 
= 1.714 years 
Payback period 

Y 

'(b) Return on Investment= 
Profit after Tax x )00 _ 
Investment 

8>500 y jQQ 

30,000 * 100 

= 28-y % 

=25% 

Machine X is more 
Profitable Investment 
as its return is higher than 
that of Machine Y. 

•(c) Present Value of Cash 

Flow discounted at 10% 
(See table 2) for 2 years. 
Present Value of Cash 

Flow discounted at 10% 
for 3 years. 

Less: Investment 

23,500X1.7355 

=40,784 

30,000 

17,500X2.4868 

=43,519 

30,000 

N.P.V. 

10,784 

13,519 
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Machine X is having life of 2 years and Machine Y is having life 
of 3 years. Both are of same investment. Hence it is incomparable 
based on Net Present Value (NPV). If you calculate Present Value 
for 2 years for both the Machines, it will be as follows: 

_ X __ Y 

Present Value of Cash Flow 23,500 X 1.7355 17,500 X 1.7355 

discounted at 10% for 2 years= 40,784 =30,371 

Less: Investment 30,000 30,000 


N.P.V. 


10,784 


371 


Present Value Return on Investment= 


10,784 

30,000 


X100 


= 35.95%. 


371 


30,000 


X100 


1.24%. 


Hence Machine X is more Profitable Investment. 


Note: In all the 3 Cases above, the investment in Machine ‘X’ is 
more profitable. 

Q. 10. Aruna Industries Ltd., is considering the purchase of a 
new machine which would carry out some operations at present per¬ 
formed by manual labour. The two alternative models under consi¬ 
deration are ‘Beauty’ and ‘Venus’. The following information from 
which a profitability statement is to be prepared for submission to 
the Board of Directors is available: 


Cost of Machine 
Estimated Life 
Estimated Savings in 
Scrap per annum 
Additional Cost of 

Supervision per annum 
Additional Cost of 

Maintenance per annum 
Cost of Indirect 

Material per annum 
Estimated Savings in Wages: 
Wages per worker per 
annum 

Workers not required 


Machine 

Beauty 

Rs. 

Machine 

Venus 

Rs. 

3,00,000 

5,00,000 

10 years 

12 years 

20,000 

30,000 

24,000 

32,000 

14,000 

22,000 

12,000 

16,000 

1,200 

1,200 

150 

200 
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The rate of taxation may be regarded as 50% of profits. 

Which of the two models can be recommended for purchase? 
Give reasons for your answer. 

(A/. Com., Utkal , 1980) 


Ans. Comparative Statement of Profitability 


Particulars 

Machine 

Beauty 

Rs. 

Venus 

Rs. 

Estimated Savings in Wages 



per annum = 150x 1,200 = 
Estimated Savings in Scrap 

1,80,000 

2,40,000 

per annum 

20,000 

30,000 

A. Total Savings: 

2 ,00,000 

2,70,000 

B. Additional Costs per annum: 


Supervision 

24,000 

32,000 

Maintenance 

14,000 

22,000 

Indirect Materials 

12,000 

16,000 

Depreciation 

30,000 

41,667 

B. Total 

80,000 

1,11,667 

Net Profit (A—B) 

1,20,COO 

1,58,333 

Tax at 50% 

60,000 

79,167 

Net Profit after tax 

60,000 

79,166 

Add: Depreciation 

30,000 

41,667 

Cash Flow per annum 

90,000 

1,20,833 

Present Value of Cash Flow 
(discounted at 10%) 

90,000X6.1446 1,20,833x6.8137 

(from table 2) 

5,50,314 

8,23,320 

Less : Cost of Machine 

3,00,000 

5,00,000 

N.P.V. 

2,50,314 

3,23,320 

Machine “Venus” is recommended as its Net Present Value is 
higher than that of Beauty. 
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Q. 11. A Company has to make a choice between three possible 
investments Projects A, B and C, the immediate capital outlays on 
each being Rs. 11,000. Each will continue for 5 years and it has been 
decided that a discount rate of 10% is acceptable for all three. The 
cash flows for these projects are: 


First Year 
Second Year 
Third Year 
Fourth Year 
Fifth Year 

The discount factor at 10% is: 

First year, 0.909; Second year. 
Third year, 0.751; Fourth year; 

Fifth year, 0.621 


A 

B 

c 

Rs. 

Rs. 

Rs. 

1,000 

2,000 

3,000 

2,000 

3,000 

4,000 

3,000 

5,000 

3,500 

4,000 

3,000 

2,500 

5,000 

2,000 

2,000 

0.826; 



0.683; 




■Which project would you recommend and why? 


(Af. Com., Utkal , 1980) 


Ans. Statement of Comparative Net Present Value (NPV) 
Discount_ Projects 


Year Factor 



at 10% 


A 


B 


c 



Cash 

Present 

Cash 

Present 

Cash 

Present 



Flow 

Value 

Flow 

Value 

Flow 

Value 



Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1 

0.909 

1,000 

909 

2,000 

1,818 

3,000 

2,727 

2 

0.826 

2,000 

1,652 

3,000 

2,478 

4,000 

3,304 

3 

0.751 

3,000 

2,253 

5,000 

3,755 

3,500 

2,629 

4 

0.683 

4,000 

2,732 

3,000 

2,049 

2,500 

1,707 

5 

0.621 

5,000 

3,105 

2,000 

1,242 

2,000 

1,242 


Total 

15,000 

10,651 

15,000 

11,342 

15,000 

11,609 

Less : Investment 

11,000 


11,000 


11,000 

N.P.V. 


(-) 349 


(+) 342 


(+) 609 


Project C C’ is recommended as it gives the highest positive Net 
Present Value. 


Q. 12. What are the Internal Rate of Return and Net Present 
Value for the following projects? 
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Year Project A Project B 

Rs. Rs. 


0 —12,000 —27,000 

1 + 4,000 +10,000 

2 + 4,000 +15,000 

3 + 6,000 +15,000 


The Cost of capital is 10 per cent. Which project do you select 
on the basis of each criterion? 


(A/. Com., Andhra , 1979) 


Ans. 


Statement of Net Present Value (NPV) 
Project A Project B 


Year Cash Discount Present 
flow factor at Value 
10 % 

Rs. Rs - 


Year 


Cash 

flow 


Rs. 


Discount 
factor at 
10 % 


Present 

Value 

Rs. 


1 

2 

3 


4,000X0.90909= 3,636 
4,000X0.82645= 3,306 
6,000X0.75131= 4,508 


1 

2 

3 


10,000x0.90909= 9,091 

15,000x0.82645= 12,397 
15,000X0.75131= 11,270 


Total 14,000 
Less: Investment 


11,450 Total 40,000 
12,000 Less: Investment 

NPV 


32,758 

27,000 

(+) 5,758 


MPV (—) 550 

On the basis of Net Present Value Project ‘B’ should be selected 
as it gives the positive Net Present Value. 


Internal Rate of Return (IRR): 
Project A 


By Interpolation: 


Year Cash Discount Present 
Flow factor at Value 

_7%_ 

Rs. ^ s - 

1 4,000x0.93458=3,738 

2 4,000X0.87344=3,494 

3 6,000X0.81630=4,898 


12,130 

12,000 


For 10% 
For 7% 

Differ¬ 
ence 3% 


For 680 

550 


P.V. is 
P.V. is 


11,450 

12,130 

680 


- 3% 

- 3 


Less: Investment 
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N.P.V. 


(+) 130 


550 

680 


X3%=2.43% 


I.R.R. = 10%—2.43 % =7.57 % 
or For 680—3%||^X3%=0.57% 


For 130—? 


i.e. 7%-f 0.57% 
=7.57% I.R.R. 


Project ‘B’ 


Cash 

Discount 

Present 

Year Cash 

Discount 

Present 

Flow 

factor at 

Value 

Flow 

factor at 

Value 

Rs. 

20 % 

Rs. 

Rs. 

21 % 

Rs. 


1 10,000X0.83333= 8,333 

2 15,000 X 0.69444= 10,417 

3 15,000X0.57870= 8,680 


1 10,000X0.82645= 8,264 

2 15,000X0.68301= 10,245 

3 15,000X0.56447= 8,467 


Total 40,000 
Less: Investment 


27,430 Total 40,000 
27,000 Less: Investment 


N.P.V. 

By Interpolation: 

For 20% P.V. is 

For 21% P.V. is 


(+) 430 


N.P.V. 


26,976 

27,000 

(—) 24 


27,430 

26,976 


Diff. 1 % 


454 


For 454 — Diff. 1% 
For 24— ? 


24 

454 


X 1 % = 0.053% 


I.R.R.=21 %(—) 0.053% =20.947%. 

Hence Project ‘B’ should be selected on the criterion of Internal 
Rate of return of 20.947% which is far more than Cost of Capital of 

ll)/o» 

Q. 13. A firm has an investment opportunity costing Rs. 50,000 
with the following expected net cash flows (i.e., after taxes and be¬ 
fore depreciations). 
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Year 


1 

2 

3 

4 

5 

6 

7 

8 


Net cash flows 
Rs. 


8,000 

9,000 

10,000 

13,000 

12,000 

10,000 

8,000 

2,000 


Using 10% as the cost of capital determine the following: 

(a) Pay back period. 

(b) Net Present Value at 10% Discount Factor. 

(c) Internal Rate of Return. 

(A/. Com.> Andhra , 1985) 


Ans. 

(a) Payback Period 


Investment 
Annual Cash Flow 


Year 

1 

2 

3 

4 


Net Cash Flow 
8,000 
9,000 
10,000 
13,000 


5th year 12,000 X 



40,000 

10,000 (10 months). 


Investment 50,000 


i.e.. Pay back Period=4 years 10 months, 
(b) NPV at 10% discount factor. 


Year 


Net Cash Flow 
Rs. 


P.V. factor 
at 1<J% 


Present Value 
Rs. 


1 

2 

3 

4 

5 

6 

7 

8 


8,000 

.90909 

7,273 

• 9,000 

.82645 

7,438 

10,000 

.75131 • 

7,513 

13,000 

.68301 

8,879 

12,000 

.62092 

7,451 

10,000 

.56447 

5,645 

8,000 

.51316 

4,105 

2,000 

.46651 

933 

72,000 


49,237 


Total 
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Less'. Cash outflow i.e.. Investment 50,000 X 1^000 = 

N.P.V. 

(c) Internal Rate of Return (IRR): 

= 50,000 

(-) 763 

Year 

Net Cash Flow 

Rs 

P.V. Factor 
at 9% 

Present Value 
Rs. 

1 

8,000 

.91743 

7,339 

2 

9,000 

.84168 

7,575 

3 

10,000 

.77218 

7,722 

4 

13,000 

.70843 

9,210 

5 

12,000 

.64993 

7,799 

6 

10,000 

.59627 

5,963 

7 

8,000 

.54703 

4,376 

8 

2,000 

.50187 

1,004 

Total 

72,000 


50,988 ^ 

Less: Investment 50,000x1.000= 

50,000— 


N.P.V. 


+ 988 


I.R.R. must be between 9% and 10%. We can find out actual 
I.R.R. by way of Interpolation as follows: 

Formula: ^ 


Pi—C 
Pi—P2 


XD 


50.988— 50,000 

50.988— 49,237 
=9+0.56=9.56% I.R.R. 


1=9+ 

A 


988 

1,751 


13 



Accounting Ratios 


'en that current Ratio is 2.5, working capital is 
Rs. $>$06, calculate the amount of current assets and current 
liabilities. 

C B.Com.y A.P. Open University , August 1987) 

Ans. 

Current Ratio is 2.5 i.e., 2.5:1 

Current Rat (gA L 

Current Liabilities (CL) 1 

Working Capital=CA —CL=2.5 —1 = 1.5 

1.5 — Working Capital 60,000 

2.5 - ? 


2.5 


X 60,000= 1.00,000 CA 


1.5 
1.5 — 

1.0 — 

1.0 


60,000 

9 


1.5 


x 60,000= 40,000 CL 


Working 
Capital 

Current 
Assets = 
Current 
Liabilities=Rs. 


60,000 


Rs. 1,00,000 


40,000 



Q,. 2. The following is the Balance Sheet 6f Yamuna Ltd. as on 


30th June, 1987. 


Rs. 


\ 


Rs. 


6% Preference Share 


Cash in hand 

2,000 

Capital 

1,00,000 

Cash at Bank 

10,000 

Equity share capital 

1,00,000 

Bill Receivable 

30,000 

7% Debentures 

40,000 

Investments 

20,000 

8% Deposit 

20,000 

Debtors 

70,000 
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Rs. 


Rs. 

Bank overdraft 

40,000 

Stock 

40,000 

Creditors 

60,000 

Furniture 

30,0(0 

Outstanding expenses 

7,000 

Machinery 

1,00,000 

Proposed Dividend 

10,000 

Land and 


Reserves 

1,50,000 

Buildings 

2,20,000 

Provision for 


Goodwill 

35,000 

Taxation 

20,000 

Preliminary 


Profit and Loss 


expenses 

10,000 

Account 

20,000 



5,67,000 

♦ 

5,67,000 


Provision for taxation for the year was Rs. 20,000. Dividend 
was proposed at Rs. 10,000. Profit carried from last year was 
Rs. 15,000. - 

You are required to calculate (i) Current Ratio (ii) Liquidity 
Ratio (iii) Debt Equity Ratio (iv) Fixed Assets Ratio and (v) Fixed 

(B.Com., A P. Open University , August 1987) 


Ans. 

Rs. 

Cash in hand 2,000 

Cash at Bank 10,000 

B/R 30,000 

Debtors 70,000 

Liquid Assets (LA) 1,12,000 

Stock 40,000 

Current Assets (CA) 1,52,000 

Bank overdraft 40,000 

Creditors 60,000 

O/S exp. 7,000 

Proposed Dividend 10,000 

Provision for Taxation 20,000 

Current Liabilities (CL) 1,37,000 



Current Ratio 


_ CA _ 1,52,000 
CL 1,37,000 

= 1 . 11:1 

_LA___ 1,12,000 
CL 1,37,000 
=0.82:1 


(ii) Liquidity Ratio 
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Rs. 

(iii) Debentures 40,000 

Deposit 20,000 


Outsiders funds 60,000 

Preference share capital 1,00,000 

Equity share capital 1,00,000 

Reserves 1,50,000 

P & L A/C 20,000 


Shareholders funds 3,70,000 


(iv) 


_ . _ . _ .. Outsiders Funds 

Debt-Equ.ty Rat.o= shareho , ders Funds 


Furniture 
Machinery 
Land & Buildings 


60,000 

3,70,000 


0 . 16:1 


30,000 

1,00,000 

2,20,000 


Fixed Assets 


3,50,000 


c:_i a-..*- _ 

Fixed Assets 


r,ACU Shareholders Funds 

e= i!fS _xl00=94 ' 59% 

i.e. 0.95:1 
(v) 

P & L A/c 

Rs. 

Rs. 

To Proposed Dividend 
„ Balance c/d to B/s 

10,000 By Balance b/d 
20,000 „ N.P. (after 

tax) (balancing 
figure) 

15,000 

15,000 


30,000 

30,000 

Net Profit (after tax) for 
Provision for tax 

the year = 

Rs. 

15,000 

20,000 

Profit before tax 

Interest 7% on 40,000 
8% on 20,000 

= 2,800 
= 1,600 

35,000 

4,400 

Earnings before Interest 

& Tax (E BIT) 

39,400 
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Fixed charges cover ratio= 


EBIT 


Fixed charges i.e. Interest 


39.400 

4.400 


= 8.95 times 


Q,. 3. A Company declared dividend at 20% on its equity shares 
each having a paid up value of Rs. 10 and a market price of Rs. 25. 
Calculate the dividend yield ratio. 

( B.ComA.P. Open University, Dec. 1986 ) 

Ans. 


Dividend Per Share (DPS)=20% of 10=Rs. 2 
Dividend yield ratios— WS 


Market price per share 


X ICO 


^X 100=8% 


Q,. 4. From the following information calculate the operating 
Ratio: 



Rs. 

Opening stock 

75,000 

Purchases 

3,15,000 

Direct expenses 

10,000 

Closing stock 

1,00,000 

Administrative expenses 

90,000 

Selling and Distribution expenses 

10,000 

Sales 

5,00,000 


(B.Com., A.P. Open University, Dec. 1986 ) 


Ans. 



Rs. 

Opening Stock 

75,000 

Add: Purchases 

3,15,000 


3,90,000 

Less: Closing Stock 

1,00,1 00 

Materials consumed 

2,90,000 

Direct Exp. 

10,000 

Prime cost 

3,00,000 

Admn. Exp. 

90,000 

S & D exp. 

10,000 

Total cost 

4,00,000 
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Operating Ratio=-g ost of g° ods sold+Operating exp. x 1QQ 

Sales 


Total cost 
Sales 


x 100 


= lS65- xl00 = 80 % 

Q.. 5. The Capital of Ennar Company Ltd., is as follows: 


9% preference shares of Rs. 10 each 
Equity shares of Rs. 10 each 


Rs. 

3,00,000 

8,00,000 

11 , 00,000 


The following additional information is provided: 

Profit (after tax at 60%) Rs. 2,70,000, 

Depreciation Rs. 60,000, Equity dividend paid at 20%, 

Market price of equity shares Rs. 40. 

You are required to calculate: 

(i) Dividend yield on the Equity Shares 

(ii) Cover for the Preference and equity dividends 

(iii) Earnings per equity share and 

(iv) Price-earning ratio. 

( B.Com.y A.P. Open University , Dec . 1986) 


Ans. (i) 

Dividend yield ratio 


Dividend per share 
Market price per share 
20% of 10 = 2 


X100 


40 


X 100=5% 


(ii) Preference Dividend 9% of 3,00,000 = 27,000 

Equity Dividend 20% of 8,00,000 = 1,60,000 


1,87,000 


Cover for preference & Eq. Dividends 

= _ Profit after tax _ 

Preference and Eq. Dividends 

. 2,70,000 
1,87,000 


1.44 times 
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(iii) Profit after tax 2,70,000 

Less: Pref. Dividends 27,000 

Profit to Eq. shareholders 2,43,000 

Earnings per Eq. Share (EPS) 

2,43,000 

80,000 Eq. shares 

=Rs. 3.0375 i.e. Rs. 3.04 

<iv) Price—Earnings Ratio 

Market price per eq. share 
EPS 


Rs. 

3,00,000 

8,00,000 

11,00,000 

The Accountant has ascertained the following information: 


Rs. 

Profit after tax at 60% 2,70,000 

Depreciation 60,000 

Equity Dividend paid 20% 

Market price of Equity share Rs. 40 


You are required to state the following, showing the necessary 
working: 

(a) The Dividend yield on Equity Shares 

(b) The cover for the Pref. and Equity Dividend 

(c) The earnings per share 

(d) The price-earning ratio 

(e) The net cash flow. 


40 

3.04 


13.16 


<1 6 


The capital of X Co. is as follows: 
9% pref. shares of Rs. 10 each 
Equity shares of Rs. 10 each 


( M.Com.y Andhra , 1986 ) 
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Ans. 

(a) Dividend Yield on Equity Share 


X100 


Dividend per Eg. Shares 
Market Price per Eq. Share 

- 20% % 10=2 X 100=5% 

(b) Cover for Pref. and Eq. Dividend 

__Pr ofit after tax _ 

Pref. Dividend + Eq. Dividend 

2,70,000 


2,70,000 


9% of 3,00,000+20% of 8,00,000 27,000+1,60,000 

2,70,000 , .. 

= mooo =1 - 44t,mes 

(c) Earnings Per Share (EPS) 

= Net Profit af te r tax—Pref. D ividend 
No. of Equity Shares 

_ 2,70,000-27,000 _ 2,43,000 
80,000 80,000 

= Rs. 3.0375 

(d) Price-earnings ratio 

__ Market Price per Equity Share _ 40 

EPS 3.0375 

= 13.17 

(e) Net Cash How: 


Profit after tax 
Add: Dep. 


Rs. 

2,70,000 

60,000 


Funds from Operations 3,30,000 

Less: Equity Dividend 

20% of 8,00,000 = 1,60,000 

Preference Dividend 

9% of 3,00,000 = 27,000 

- 1,87,000 


Net Cash Flow 


1,43,000 
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Q,. 7. From the following particulars of Imperial Chemicals Ltd. 
and its industry averages assess the Company’s strengths and weak¬ 
nesses in terms of liquidity, solvency and profitability. 


Imperial Chemicals Ltd. 

Balance Sheet as on 31st December, 1985 



Rs. 


Rs. 

Equity Share Capital 
10% Preference Share 
Capital 

Retained Earnings 
Long-term Debt 

Sundry Creditors 
Outstanding Expenses 
Other Current 

Liabilities 

2,00,000 

80,000 

54,800 

68,000 

63,000 

2,400 

52,000 

Plant & Machinery 
Stock 

Debtors 

Cash 

3,02,000 

1,21,600 

72,000 

24,600 


5,20,200 


5,20,200 


Statement of Profit for the year ended December 31, 1985 



Rs. 

Rs. 

Net Sales 


4,80,000 

Less: Cost of Goods sold 

3,05,000 

Selling Expenses 

59,000 


Administrative Expenses 

29,600 


Interest 

5,800 

4,12,400 

Earnings before Tax 


67,600 

Less: Income Tax 


33,800 

Net Income 


33,800 

Dividend paid to Equity Shareholders 
Financial Ratios of Industry: 

1985 

12,000 

(1) Current ratio 

2.2 to 1 


(2) Stock turnover 

2.8 times 


(3) Collection period 

56 days 


(4) Fixed charges coverage before tax 

10 times 


(5) Return on shareholders equity 

10.9% 


(6) Income before tax 4-sales 

11.9% 



(M.Com., Andhra , 1986} 
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4. Fixed charges coverage 
before tax 
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Assessment: 

Weakness: 

Liquidity and Return on Shareholders Equity of Company are 
less than industry’s Position. These are to be improved by reducing 
stock. This aspect will improve liquidity as well as stock turnover. 

Strength: 

Income before tax and fixed charges coverage and better than 
industry. Collection period of debtors is marginally better than 
industry. 

Q,. 8. Following are the summarised Profit and Loss Account of 
XYZ Ltd. for the year ending 31st December, 1985 and the Balance 
Sheet as on that date. 

Profit and Loss Account 



Rs. 


Rs. 

To Opening Stock 
„ Purchases 
„ Gross Profit 

99,500 

5,59,500 

3,40,000 

By Sales 
„ Closing Stock 

8,50,000 

1,49,000 


9,99,000 


9,99,0C0 

To Operating 
Expenses 
„ Non-operating 
Expenses 
„ Net Profit 

1,95,000 

4,000 

1,50,000 

By Gross Profit 
„ Non-operating 
Income 

3,40,000 

9,000 


3,49,000 


3,49,000 


Balance Sheet 

Rs. 

Rs. 

Share Capital 
Reserves 

Profit and Loss A/c 
Bills payable 

Other Current 
Liabilities 

2,00,000 

90,000 

60,000 

40,000 

90,000 

Land and Buildings 
Stock 

Sundry Debtors 

Bills Receivable 

Cash at Bank 

2,30,000 

1,49,000 

41,000 

30,000 

30,000 


4,80,000 


4,80,000 


You are required to calculate (a) Current Ratio (b) Quick ratio 
(c) Operating ratio and (d) Gross Profit Ratio. 

(B.Com.y Osmania ) 
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Ans. 

(a) Current Ratio 

_ Current Assets _ 2,50,000 g-... 

Current Liabilities 1,30,000 
(See Note 1 below) 

/(b) Quick Ratio 

_ Quick Assets _ 1,01,000 777 .| 

Current Liabilities 1,30,000 
<c) Operating Ratio 

_Cost of goods sold-}-Operating exp. w 1/v/v 

silii X1UU 

5,10,0004-1,95,0 00 
8,50,000 

(See note 2 below) 

<d) Gross Profit 


X 100=82.94% 


G - P - Xl00 = i4»X 100=40% 


Sales 


8,50,000 


Note: 1. 


Cash at Bank 
B/R 

S. Debtors 


Rs. 

30,000 

30,000 

41,000 


Quick Assets 1,01,000 

Add: Stock 1,49,000 


Current Assets 2,50,000 

Creditors — 

B/P 40,000 

Other Current Liabilities 90,000 

Current Liabilities 1,30,000 

Note: 2. 

Opening Stock 99,500 

Add: Purchases 5,59,500 


6,59,000 

Less: Closing Stock 1,49,000 

Cost of goods sold 5,10,000 


Q,. 9. From the following Balance Sheet of Company ‘A’ Ltd., 
^as on 31st December 1979 you are required to calculate (a) solvency 
ratio (b) liquidity ratio. 
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Company ‘A’ 

As on 31st December 1979 

Liabilities Rs. Assets Rs. 

Share Capital 5,00,000 Fixed Assets 6,00,000 

Fixed Liabilities 2,50,000 Current Assets 4,00,000 

Current Liabilities 2,50,000 


10,00,000 


10,00,000 

(B*Com. 9 Osmania} 


Ars. 

(a) Solvency ratio 


Total Assets 
Outside Liabilities 


10,00,000 

2,50,000+2,50,000 

= 2:1 


(b) Liquidity Ratio: 

^ „ . Current Assets 

Current Ra,l ° “Current Liabilities 

4.00,000 
2,50,000 
= 1 . 6:1 


Q,. 10. From the following particulars calculate: (i) Current 
Ratio (ii) Quick Ratio (iii) Debt-Equity Ratio; (iv) Return on Capital 
employed. 


Summarised Balance Sheet 

Rs. Rs. 


Share Capital 7,00,000 Fixed Assets 12,00,000 

Reserves 3,00,000 Stock 1,00,000 

Long-term Loans 4,00,000 Debtors 1,50,000 

Creditors 1,50,000 Bills Receivable 1,00,000 

Bills Payable 50,000 Cash and Bank 50,000 


16.00,000 16,00,000 


Net Profit for the year: Rs. 2,00,000. 

( B.Com.y Osman ia) 

Ans # 

(i) Current Ratio 

Current Assets _4 > 00,0Q0 = y\ 

Current Liabilities 2,00,000 
(See note) 
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(ii) Quick Ratio 

__ Quick Assets _ 3,00,000 , - . 
Current Liabilities 2,00,000 

(iii) Debit—Equity Ratio 

Outsiders Funds _ 4,00,000 _ 

Shareholders Funds 7,00,000 + 3,00,000 

(iv) Return on Capital employed: 

= Net Profit x 
Capital employed 

B 2,00,000. inn—.14 JLo/ 

14,00,000 XIUU 14 7 /o 

(See note below) 

Note: 

Cash and Bank 

B/R 

Debtors 


=0.40:1 


Rs. 

50,000 

1 , 00,000 

1,50,000 


Quick Assets 
Add : Stock 


3,00,000 

1,00,000 


Current Assets 

Less: Current Liabilities: 

Creditors 

B/P 


1,50,000 

50,000 


4,00,000 


2,00,000 


Working Capital 
Add: Fixed Assets 


2,00,000 

12 . 00,000 


Capital employed 


14,00,000 


Q,. 11. A firm has two branches selling exactly the same range of 
goods; one in Calcutta and the other in Madras. The following 

figures are taken from the records of these branches: 


Gross Profit 
Net Profit 
Turnover 


{ 

{ 

{ 



Year 1 

Year 2 


Rs. 

Rs. 

Calcutta 

54,000 

58,000 

Madras 

1,68,000 

1,60, COO 

Calcutta 

36,000 

38,' 00 

Madras 

74,000 

• 84,000 

Calcutta 

2,16,000 

2,32,000 

Madras 

4,00,000 

4,00,000 
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Evaluate the performances of these branches and find out which 
is a better one. ( B.Com ., Punjab University , September 1983) 


Ans. Statement of Comparative Performance 


Ratio 

Calcutta 

Year 1 

Madras 

Calcutta 

Year 2 

Madras 

Gross Profit Ratio 

_ Gross Profit 

51,000 

1 , 68.000 

58.000 

1,60,000 

I u mover 

2,16,000 

4,00,000 

2,32,000 

4,00,000 

X 100 

X 100 

x 100 

x 10 D 

x 100 


= 25% 

= 42% 

= 25% 

=40% 

Net Profit Ratio 

__Net Profit 

3^,000 

74,000 

? 8,600 

8,400 


Turnover 2,16,000 4,00,000 2,32,000 4,00,000 

X 1 C 0 x ) 00 x 100 X 100 X 100 


= 16.67% =18.5% =16.64% =21% 

Madras Branch is a better one as its Net Profit is more than 
that of Calcutta Branch. Further in case of Madras, its perform¬ 
ance has been improved from year 1 to year 2 . 


Q,. 12. (a) A trader carries an average stock at cost price of 
Rs. 6,250 and turns over eight times a year. If his mark up is 1/6 
on sales and his overheads came to Rs. 5,600, what is the net profit 
for the year? 

(b) Current liabilities of a Company are Rs. 3,00,000. Its current 
ratio is 3:1 and quick ratio 1:1. Calculate the value of stock-in-trade. 

// (B.Com., Punjab University , April 1983 ) 


Rs. 

50,000 


(awsales 8 x 6,250 

Make up is 1/6 on Sales i.e , Gross 

Profit on Sales is x 50,000= 

> o 

^ Less: Overheads 

^ Net Profit for the year= 

/uN ^ ^ * o .• Current Assets . f 

(b) Current Ratio= / _-- 7 — r. -r : - =3:1 

v Current Liabilities 

Hence Current Assets are 3,00,000 x3=Rs. 9,00,000 

> # < j sk 


8,333 

5,600 

2,733 
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Hence Quick Assets are Rs. 3,00,000 
Value of Stock-in-trade=Current Assets (—) 

Quick Assets 

9,00,000-3,00,000=Rs. 6,00,000 
Note: Current Assets are Stock Debtors, Cash and Marketable 
Securities. Quick Assets are Debtors, Cash and Market¬ 
able Securities. Hence the difference between the Current 
Assets and Quick Assets will be the value of Stock. 

Q,. 13. From the following financial statements of X Ltd., 
calculate (i) Current ratio, (ii) Liquid ratio, (iii) Gross profit ratio, 
(iv) Net profit ratio, (v) Net profit to capital employed, (vi) Fixed 
assets turnover, (vii) Sales to capital employed and (viii) Debtors 
turnover. 

Income Statement for the Year ending 31st December 1982 


Sales: 

Cash 

Credit 

Less: Cost of Sales 

Gross profit 
Less: Expenses: 
Warehouse & Transport 
Administration 
Selling 

Debenture Interest 


Net Profit 


Rs. Rs. 


64,000 

6,84,000 

- 7,48,000 

5,96,000 


1,52,000 

48,000 

38,000 

28,000 

4,000 

- 1,18,000 


34,000 


Balance Sheet as at 31st December 1982 



Rs. 


Rs. 

Share Capital 

1,50,000 

Fixed Assets (Net) 80,000 

Reserves 

60,000 

Current Assets: 

Profit & Loss A/c 

24,000 

Stock 

1 ,88,000 

Debentures 

60,000 

Debtors 

1,64,000 

Current Liabilities 

1,52,000 

Cash 

14,000 

- 3,66,000 


4,46,000 


4,46,000 


(B.Com., Osmania , Oct./Nov. 1983 ) 
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Ans. 

(i) Current Ratio 


_ Curre n t Assets _ 3,66,000 
— Current Liabilities 1,52,000 
=2.41:1 


T- Liq uid Assets _ 1,64, 0004-14,00 0 

(u) L,qu,d Ratlo_ Current Liabilities 1,52,000 

= 1.17:1 

(iii) Gross Profit Ratio= Gr °g 5 a| ^ s r ° fit x 100 

* 100 = 20 - 32 % 

(iv) Net Profit Ratio= - 3 ^^° - x 100 


34,000 


X 100 = 4.55% 


"7,48,000 

(v) Capital employed = Net Fixed Assets+Working Capital 

= 80,000+2.14,000 

(i.e., 3,66,000-1,52,000) 

=Rs. 2,94,000 

Net Profi t, 10Q= 3,40000 xlQ0=11 . 56 % 

Capital employed 2,94,000 

^ t Sales 

(vi) Fixed Assets Turnover= Fixed Assets 


(vii) 


Sales 


7,48,000 # 

=- 80“^00 = 9 ' 35 ,imCS 

X 100=14^X100 


Capital employed 2,94,000 

= 254.42% or 2.54 times 
Debtors 


(viii) Debtors Turnover Ratio 


Credit sales 
1,64,000 


6,84X00 


= 0.24:1 


Note: Debtors Turnover ratio can be expressed as collection 
period as follows: 

l$gx365 days=87-l-days 

i.e., approximately 3 months credit sales are in debtors. 
Hence it can be stated that the collections from debtors 
are poor. 
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Rs. 

Rs. 

Note: Current Assets=Stock, 

Debtors, Cash= 

Less: Current Liabilities=Creditors 
& Provision for taxation= 

2,70,000 

1,80,000 

4,00,000 

2 ,00,000 

Working Capital 

Add: Net Fixed Assets 

90,000 

2,30,000 

2 ,00.000 

3,00,000 

Capital employed 

3,70,000 

5,00,000 

Outsiders Funds: Debentures 

Current Liabilities 

50,000 

1,80,000 

1 ,00,000 

2 ,00,000 


2,30,000 

3,00,000 

Shareholders Funds: Share Capital 
General Reserve 

P & L Account 

• 2,00,000 
60,000 
30,000 

3,00*000 

70,000 

40,000 

Less: Preliminary Expenses 

2,90,000 

20,000 

4,10,000 

10,000 


2,70,000 

4,00,000 


. 40,000+56,000 

Average Stock =- 2 - 

= 48,000 


Comments: There is improvement in the year ending 1981 in 
respect of Gross Profit Ratio, Net Profit Ratio, Return on the capital 
employed, stock turnover ratio and current ratio. However, there is 
slight fall in the debt-equity ratio in 1981. There is lot of increase in 
the working capital i.e. from Rs. 90,000 to Rs. 2,00,000. It is advis¬ 
able to reduce the working capital especially the cash and bank 
balances and debtors. For this purpose, collections from the debtors 
is to be improved so that the balance in debtors are reduced to the 
to the minimum extent possible. 

Q,. 15. Following accounting information is obtained relating to 
a Limited Company: 

Rs. 

30,00,000 
15,00,000 


Sales 

Costs of goods sold 


15,00,000 
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Administrative expenses, depreciation and 
debenture interest 

Taxes 
Net Profit 


Balance Sheet 


5,00,000 

10,00,000 

5,00,000 

5,00,000 


Liabilities 

Rs. 

Assets 

Rs. 

10% Preference Share 


Fixed Assets 

55,00,000 

Capital 

20 ,00,000 

Stock 

2 ,00,000 

Equity Share Capital 

20 ,00,000 

Debtors 

4,00,000 

Reserves 

10 ,00,000 

Cash 

2 ,00,000 

10% Debentures 

11 ,00,000 

Fictitious Assets 

1 ,00,000 

Current Liabilities 

3,00,000 




64,00,000 


64,00,000 


Opening stock was Rs. 3,00,000. Assume 360 days in a year. 
Compute the following ratios: 

(i) Gross Profit ratio. 

(ii) Net Profit ratio. 

(iii) Stock turnover rate. 

(iv) Current ratio. 

(v) Liquidity ratio. 

(vi) Debtor’s ratio. 

(vii) Proprietary ratio. 

(viii) Rate of return on net capital employed. 

(ix) Rate of return on Equity Share Capital. 

Give a brief statement on the Company’s financial position. 

( B.ComGujarat , November 19SI) 

Ans. 

(i) Gross Profit Ratio = Gr ? ss . P r g fit - x 100 


15,00,000 

30,00,000 


X 100 = 50% 


(ii) Net Profit Ratio = 


Net Profit 


x 100 


Sales 

5,00,000 


o 
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Cost of Goods Sold 

(iii) Stock Turnover Ratio= Avera ge Inventory at CosT 

= 15^0 6limes 
2,50,000 

Note: Average Inventory 

Opening Stock 4- Closi ng Stock 
— 2 
3*00,000+2,00,000 
= 2 
= Rs. 2,50,000. 

Current Assets 
Current Liabilities 
8,00 2 0C0__ =2 6? . . 

3,00,000 


<iv) Current Ratio 


Note : Current Assets = Stock + Debtors + Cash 

= Rs. 8,00,000. 

. Liquid Assets 

< v ) Liquidity Rat«o =c urrenl Liabilities 


2 : 1 


6 , 00,000 

3 00,000 

Note: Liquid Assets — Debtors+Cash = Rs. 6,00,000 

Debtors 


<vi) Debtor’s Ratio = g a | ~ cs ~~ 


x No. of working days 


4,00,000 

" 30,00,000 X 360 
=48 days i.e., 48 days of credit sales 
are in the Debtors. 

. ^ . Shareholders Funds , nn 

(vn) Proprietary Ratio=- Total x 100 

= _50 I 00 I 000_ 00 = 78% 

64,00,000 

(viii) Rate of return on Net Capital employed 

Net Profit after Ta x 
= Net Capital employed 

5,00,000 
(. 0 , 00,000 
Note: Net capital employed 

=Total Assets—Current Liabilities 

—Fictitious Asset 


x 100 


X 100 = 8.33% 


Rs. 60,00,000. 
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(ix) Rate of return on Equity Share Capital 

_ Net Profit after tax—Preference Dividend 
Equity Share Capital 

_ 5,00,000-2,00,000. 


x 100 


20 , 00,000 


X 100= 15%. 


Brief Statement on the Company's Financial Position 

The investment in current assets is considered high in general 
and in the debtors in particular. The debtors ratio is coming to 
48 days of credit sales. Action should be taken to reduce the amount 
of debtors by way of speedy collection of money due from the 
debtors. It is, therefore, suggested to reduce the amount of debtors 
by Rs. 1.50 lakhs so as to leave a balance of Rs. 2,50,000 which 
would be of 30 days of credit sales. Then, the total investment in the 
current assets would be Rs. 6.50,000 and the current ratio comes to 
2.17;1. It is also stated that liquidity ratio is also higher. As 
suggested above, if the amount of debtors is reduced, this ratio also 
will come down. 

Q,. 16. Turnover Ratios 


Company 

A/cs. Receivable 
turnover 

Inventory 

turnover 

Total Asset 
turnover 

A 

6.3 times 

6.9 times 

2.1 times 

B 

19.6 .. 

6.5 

3.1 „ 

C 

8.1 

5.3 

1.5 „ 


(i) What do these three ratios show? (ii) Comment on the com¬ 
parative position of the companies with the help of these ratios. 

( B.Com ., Panjab, 1979 ) 

Ans. Accounts receivable turnover ratios indicated the rate at 
which the cash is generated by turnover of debtors. 

Co. A/cs. Explanation 

receivable ratio 

A 6.3 times 365-4-6.3 = 58 days (appx.) i.e. 2 months credit sales are 

in sundry debtors (a/cs. receivable) 

B 19.6 times -^"-=19 days credit sales are in sundry debtors. 

C 8.1 times =45 days credit sales are in sundry debtors. 

Inventory Turnover Ratio (ITR) ■■ - C — ° r goods sold - 

Average inventory at cost 

It indicates the rate at which the goods are moved through the 
business. 
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Co. Inventory 

A 6.9 times 

B 6.5 times 

C 5.3 times 


turnover ratio Explanation 

53 days cost of goods sold is in inventory 
56 -do- 

69 —do— 


Net Sales 

Total Assets Turnover Total Asset ^ 


A high ratio indicates overtrading of the assets whereas alow 

ratio indicates excessive investment. Generally the ratio should 
2 times. 

Co. Total Assets Turnover ratio Explanation 

a 2 1 times Normal 

B 3 1 times Overtrading of the assets 

C 1.5 times High investment 


(ii) Comments: . . f 

Accounts Receivables Turnover: Generally credit period is lor 
one month. If so, B Co. is very good in the collection of Sundry 
debtors. A & C should improve the credit collection. 

Inventory turnover ratio: C Co. should improve as the inventory 
is more as compared to A & B. 

Total assets turnover ratio: A is normal. B Co_ ind'icates the over¬ 
trading of Assets whereas C indicates the high investment in the 
assets. 

O 17 Describe the effect of each of the transactions listed 
below on the indicated ratios. Will the ratio increase, decrease or 
remain unchanged? 

Transactions Ratio 


(a) Payment of accounts payable 

(b) Bad debt written off against 
an adequate balance in the 
reserve account 

(c) Declaration of dividend on 
preferred shares 

(d) Conversion of long-term debt 
into ordinary shares 

(e) Change from FIFO to LIFO 
during period of rising prices 

(f) Purchase of goods for cash 


(a) Quick ratio of 0.6 to 1 

(b) Average age of accounts 
receivable of the 60 days 

(c) Equity ratio of 0.60 

(d) Return on total long-term 
capital 

(e) Inventory turnover 

(f) Current ratio of 2 to 1. 

(B. Com., Punjab , Apr. 1977 > 


Ans. (a) Decrease i.e. ratio will improve. 


(b) No change 

(c) No change 

(d) Decrease 

(e) Increase 

(f) No change. 
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Q. 18 . The current ratio of a Co. is 2 : 1 . Which of the follow¬ 
ing suggestions would improve, reduce or leave unchanged the 
current ratio? 

(a) to pay off a current liability; 

(b) to sell a motor car for cash at a slight loss; 

(c) to borrow money on an interest bearing promissory note; 

(d) to purchase stocks for cash; 

(e) to give an interest bearing promissory note to a creditor to 
whom money was owed on current account; 

(f) to discount accounts receivables. 

( B.Com.y Punjab , April 1978) 

Ans; 

(a) Improve 

(b) Improve 

(c) Reduce 

(d) No change 

(e) No change 

(f) Reduce. 


Q,. 19. The following details are worked out from the financial 
statements of a business concern for the year ended 31.3.1981. You 
are required to reconstruct the Balance Sheet of the concern as on 


31.3.1981. 

Rs. 

Fixed assets (after writing off 20% depreciation) 10,50,000 

Fixed assets turnover ratio 2.00 

Finished goods turnover ratio 6.00 

Gross profit/Sales (%) 25.00 

Net profit (before interest)/Sales (%) 8.00 

Interest cover (Debenture Interest at 7%) 8.00 

Debt collection period (months) 1.50 

Materials consumed/Sales (%) 30.00 

Stock of raw materials (months of consumption) 3.00 

Current ratio 2.40 

Quick ratio 1.00 

Reserves/capital 0.21 


( M.Com.y S.V., 1981) 
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Ans: 


Fixed assets less depreciation at 30% 
i.e., net fixed assets 


100 


Fixed assets (Gross block) 10,50,000 X —^ 
Depreciation=30% of 15,00,000= 

Sales 

Fixed assets turnover ratio = Ngt hxed aS 

i.e. Fixed assets 1, Sales 2 

„ 10,50,000 ? 

Then sales = 

Gross profit/Sales = 25% 

25 


= 2 


Gross profit = 21,00,000 x 


100 


Net profit before Interest =8% of 21,00,000- 

Net profit before Interest _ 
Interest cover=- intcr ^ dSgg- 

T J 4 1 , 68,000 . 

i.e. Interest on debentures = - 


8 


i.e. 7%, debentures will be=21,000x-^ 

Materials consumed==30% of 21,00,000 
Stock of raw materials i e., 3 months of 

3 


100 


consumption 


12 


X 6,30,000 


Finished goods turnover ratio= 

_ Net Sales _ 

Average Inventory of finished goods 

. . . , J 21 . 00,000 

i.e. Finished goods=- 7 - 


Debt collection period=1.5 months 


1.5 


i.e. Sundry Debtors = 21,00,000 X -y^ 


Rs. 

10,50,000 

15,00,000 

4,50,000 


21,00,000 

5,25,000 

1,68,000 

8 

21,000 

3,00,000 

6,30,000 

1.57.500 

6 

3,50,000 

2.62.500 


Total = 1,57,500+3,50,000 + 2,62,500 


7,70,000 


Current ratio = 2.4 

Quick ratio = 1.0 

Current ratio—Quick ratio=2.4—1.0 = 1.4 
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This is equal to Inventory of 1,57,500 + 3,50,000 = 5,07,500 

or working capital of 5,07,500 
1.4 Rs. 5,07,000 

1.0 current liabilities? 

Current liabilities = J>°1^0P X i .0=3,62,500 

Current assets=2.4 x 3,62,500 =8,70,000 

Cash = 8,70,000-7,70.000 = 1,00,000 

Net profit before interest 1,68,000 
Less: Debenture interest 21,COO 

- 1,47,000 Net profit after 

interest 

Capital + reserves = 19,20,000 - (1,47,000 4- 3,00,000 4-3,62,500) 

= Rs. 11,10,500 

Reserves/capital ratio=0.21 i.e. 0.21:1 
Capital = II,1 ^° 0X| = Rs. 9,17,770 

Reserves - H.K^SOOx! _ Rs . i,92,730 


Balance Sheet as on 31.3.81 


Liabilities 

Rs. 

Assets 

Rs. 

Capital 

Reserves 

P ft I account 

9,17,770 
1,92,730 
i 47 non 

Fixed assets 

Less: Dep. 30% 

15,00,000 

4,50,000 

10 50 000 

* L-j a^vV/uiii 

Debentures 

Current liabilities 

1 ,*T f .WWV 

3,00,000 

3,62,500 

Current Assets'. 
Stock of raw 
materials 

Stock of Finished 
goods 

Sundry of debtors 
Cash 

1.57.500 

3,50,000 

2.62.500 

1,00,000 






19,20,000 


19,20 000 

Note: Quick Ratio 




Quick assets _ 

2,62,500+1,00,000 . 

= 1.0 

Current liabilities 

3,62,500 


Current Ratio 
_ Current assets 

8,70.000 , 

Reconciled 

Current liabilities 

3,62,500 ^ 
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ending 1979: 


Rs. 

Selling & 
Distribution 

Sales 

5,20,000 

Expenses: 

Purchases 

3,22,500 

Salaries 

Opening Stock 

76,000 

Advertising 

Closing Stock 

98,500 

Travelling 

Sales Returns 

20,000 

Non-operating Income: 


Administrative 

Dividends 

9,000 

Exp. 

Profit on sale of Shares 

3,000 

Salaries 

Non-operating Exp: 

Loss on sales of Assets 

4 000 

Stationery & 
Postage 

Rent 


Rs. 


15,300 

4,700 

2,000 

27,000 


2,500 
2,700 

Depreciation 9,300 

Other charges 16,500 
Provision for tax 40,000 

You are required to: 

(a) Arrange the above figures in a form suitable for analysis. 

(b) Calculate the following ratios: 

(i) Gross Profit Ratio, (ii) Operating Ratio, (iii) Operating 
profit, and (iv) Net Profit Ratio. 

(B.Com., Panjab University , April 1982) 

Ans. Statement of Cost and Profit 


Particulars 


Rs. 


Sales 

Less: Sales returns 

Opening Stock 
Add : Purchases 


Less: Closing Stock 


Gross Profit 
Administrative Exp. 
Selling & Distribution exp. 


Operating Profit 

Add: Non-operating Income=9,000-1-3,000 


5,00,000 


5,20,000 

20,000 

76,000 

3.22.500 

3.98.500 

98,500 

- 3,00,000 


58,000 

22,000 


2,00,000 

80,000 

1,20,000 

12,000 

1,32,000 
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Less: Non-operating exp. i.e. Loss on Sale of Assets 


4,000 


Profit before Tax 
Provision for Tax 

Net Profit after Tax 

(b) (i) Gross Profit Ratio 


1,28,000 
40,COO 

88,000 




3,00.000 + 80,000 
5,00.000 


X 100=76% 


Sales 

(ii) Operating Ratio 

-™gL xm . 

(iii) Operating Profit Ratio 

— Opiating Profit , 1,20,000 1no _,. v 

Sales Xl0 ° TOO.OOO Xl00 - 24/ ° 

(iv) Net Profit Ratio 


Net Profit (after tax) 88,000 

Sales - X 10 °- 'sioO.O 0 X 10 ° ; 


17 . 6 % 


Q,. 21. (a) A company has a capital of Rs. 10,00,000. Its turn¬ 
over is three times and the margin on sales is 6%. Find out the 
return on investment. 

(b) From the following information calculate average collection 
period: 

Total sales Rs. 1,00,000; Cash sales (included in total sales) 
Rs. 20,000; Sales Returns Rs. 7,000; Total Debtors at the end of the 
yearRs. 11,000 and B/R Rs. 4,000; Bad Debts provision Rs. 1,000 
and creditors Rs. 10,000. 

(B.Com.y Punjab University , April 1981) 

Ans. 

(a) Capital is Rs. 10,00,000 

Its turnover is 3 times i.e., 3 X 10,00,000=Rs. 30,00,000 Sales. 

Margin on sales is 6% of 30,00,000=Rs. 1,80,000 

Return on Investment = T _. X 100 


Investment or Capital 
1,80,000 


10,00,000 


X 100=18% 


(b) Total Sales 

Less: Sales returns 


Rs. 

1,00,000 

7,000 


Net Sales 


93,000 
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20,000 

73,000 

11,000 

1,000 

10,000 

4,000 

14,000 


Collection period 

= Pebtors+B/R x36 5= 44® ><365=70 days 
Credit Sales 73,000 

O 22 Raj sells goods on cash and credit. The following infor- 
mation relates to his business for the year 1979. 

Rs. 

1,00,000 
20,000 
7,000 
9,000 
2,000 
1,000 


Total gross sales 

Cash sales (included in above; 

Sales returns n , Q7Q 

Total Debtors for sales as on 31-12-1979 
Bills receivable on 31-12-1979 1070 

Provision for doubtful debts on 31-12-1979 
Total creditors on 31-12-1979 


10,000 

Calculate the average collection period. 

( B.CotnPunjab University, April 1983) 


Ans. 

Total Gross Sales 
Less: Cash Sales 


Rs. 

1,00,000 

20,000 


Credit Sales 
Less: Sales returns 


80,000 

7,000 


Net Credit Sales 


73,000 


73,000 

Net Credit Sales per day= 365 ~ 


=Rs. 


200 /- 


Total Debtors 
Add: Bill Receivables 


Rs. 

9,000 

2,000 
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Less: Doubtful debts 1,000 

Net Debtors 10,000 


Average Collection Period 


_ Net Debtors 

Credit Sales X365 


10,000 


or 


73,000 

10,000 

200 


X 365 = 50 days 
- =50 days. 


Q,- 23. You are given the following information: 

Current ratio 2.5 

Liquidity ratio 1.5 

Net Working Capital Rs. 3,00,000 

Stock turnover ratio 6 

Ratio of Gross Profit and Sales 20% 

Turnover ratio to Fixed assets (net) 2 times 
Average debt collection period 2 months 
Fixed Assets to Net worth 0.80 
Reserves and surplus to Capital 0.50 

Draw up the Balance Sheet of the concern to which the figures 
relate. 

( B.Com ., Utkal, 1980) 


Ans. (a) Current Ratio = Current Assets 

Current Liabilities 

=2.5 i.e. 2.5 : 1 

Working Capital ^Current Assets—Current Liabilities 

= 2.5—1 = 1.5 

If Working Capital is 1.5, Current Assets are 2.5 
3,00,000 — ? 

2.5 


»> 


3,00,000 x 


1.5 


= Rs. 5,00,000 Current Assets 
Similarly, Current Liabilities=3,00,000x~-L 


=Rs. 2,00,000 Current Liabilities 
So, Working Capital =Current Assets—Current Liabilities 

= 5,00,000—2,00,000 
=Rs. 3,00,000 (reconciled) 
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_ .. Quick Assets , c : - i 
(b) Liquidity Ratio = Current Liabilities 15 ' 151 

If Current Liabilities are 1, Quick Assets are 1.5 
„ „ Rs. 2,00,COO — — ? 

2,00,000 X 1 -^ =Rs. 3,00,000 Quick Assets i.e.. Cash and 

Debtors. 

S toc k=Current Assets—Quick Assets 

5 , 00 , 000 —3,00,000 = Rs. 2,00,000 

(c) Stock Turnover Ratio= Average Invtnt ^ ry - 6 ‘ e - 6 - 1 

Sales=2,00,000 X 6=Rs. 12,00,000 

(d) Gross Profit=20% of 12,00,000=Rs. 2,40,000 

(e) Turnover ratio to Fixed Assets (net) i.e.. 

Turnover _ 

Fixed Assets (Net) 

i.e., Fixed Assets (Net)=-^ 2 ^y^ > =Rs. 6,00,000 


({) Debtors= 12,00,000 X ffSg.R,. W.OOO 

Current Assets: 

Stock 
Debtors 
Cash and Bank 
(balancing figure) 

Current Assets 


Rs. 

2,00,000 

2,00,000 

1,00,000 


5,00,000 


(g) Fixed Assets _ Q g Hence Net Worth 6.00,000 


Net worth 


0.8 

Rs. 7,50,000 


Reserve and Surpl us^ 5Q ■ Q.5Q:l 
v/ Capital 

Net Worth=Capital-!-Reserves and Surplus=Rs. 7,50,000 
= 1 + 0.50=1.5 

If Net Worth is 1.5 Capital is 1.0 

7,50,000 — ? 

1.0 


yy 

7,50,000 X 


1.5 


Rs. 5,00,000 Capital 


Similarly, If Net Worth is 1.5; Reserves and Surplus is 0.5 

7,50,000 - ? 


yy 


0.5 


7,50,000 X-^^-=Rs. 2,50,000 Reserves and Surplus 
1.0 
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nf Reserves & Surplus 2,50,000 ^ 

Rat.o of — Capital- 500,000 =0 5 reconciled 


as given in question. 


Balance Sheet 


Liabilities 


Rs. 


Assets 


Rs. 


Capital 
Reserves & 
Surplus 

Current Liabili¬ 
ties 

Long term Loans 
(assumed) 


Total 


5,00,000 Fixed Assets (Net) 
Current Assets: 

2,50,000 Stock 2,00,000 

Debtors 2,00,000 

2 ,00,000 Cash & 

1,50,000 Bank 1,00,000 


6,00,000 


11,00,000 


Total 


5,00,000 

11,00,000 


Q,. 24. From the following information make out a statement of 
proprietor’s funds with as many details as possible. 

(i) Current ratio 2.5; (ii) Liquid 1.5; (iii) Fixed ass sts/proprietory 
fund 0.75; Working Capital Rs. 60,000; (v) Reserve & Surplus 
Rs. 40,000; (vi) Bank overdraft Rs. 10,000 and (vii) There is no long¬ 
term loan or fictitious asset. 

( B.Com. % Punjab University , September 1983) 

Ans. 

(i)Current Rati °=cSSdiSi^=2-5.-2.5:, 

Working Capital=Current Assets—Current Liabilities 

= 2.5— 1 = 1.5 

Working Capital Current Assets 
1.5 2.5 

Rs. 60,000 ? 

2.5 


Current Assets = 60,000 X 


1.5 


Rs. 1,00,000 


Similarly, Current Liabilities=60,000 x^j-=R s . 40, 

(ii) l-iquiJ 1.5:1 

Quick Liabilities40,000-10,000 Bank overdraft 

= Rs. 30,000 4 

Quick Assets = 30,000 X —p = Rs. 45,000 


000 
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Stock: Current Assets—Quick Assets=1,00,000—45,000 
=Rs. 55,000 

(iii) Proprietory ratio = p ?3 |^^i_ =0 .75 i.e., 0.75:1 
i.e., Fixed Assets y 0.75 

Working Capital [j 0.25 •*> Proprietory fund 1.00 

(Balancing figure) 

Working Capital Fixed Assets 

025 0.75 

60,000 ? 


' Fixed Assets? 

Similarly, Proprietory Funds 


60,000 X^|=R S . 1,80,000 


l no 

= 60,000 X^- = Rs. 2,40,000 

i.e., Rs. 40,000 = Reserves & Surplus (as given in the 

question) 

Rs. 2,00,000 =Capital 

Rs. 2,40,000 Proprietor’s Funds 


Statement of Assets and Liabilities 

Rs. Rs. 


Capital 2,00,000 

Reserves and 

Surplus 40,000 

Current Liabilities 

Bank overdraft 10,000 
Liquid 

Liabilities 30,000 

- 40,000 


Fixed Assets 1,80,000 

Current Assets: 

Liquid Assets 45,000 

Stock 55,000 

- 1,00,000 


Total: 2,80,000 Total: 


2,80,000 


Q,. 25. (i) Current Ratio 2.5:1, Working Capital Rs. 60,000. 
Calculate the amount of current assets and current liabilities. 

(ii) Gross Profit Rs. 1,00,000. Total Sales Rs. 5,25,000. 

Sales Returns Rs. 25,000. Calculate Gross Profit ratio. 

lf.Com. (Pass), Delhi, 1987] 
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2.5:1 i.e. 

Current Assets (CA) 


Axis. 

Working Notes: 

(i) Current (Ratio 1 

Current Ratio=- ~ . . . . ... . v 

Current Liabilities (CL) 

Hence CA=2.5 and CL=1 

Working Capital = CA-CL 

=2.5—1 = 1.5 

Solution: 

Working Capital 1.5 — 60,000 

C. A. 2.5 — ? 

« 44" X 60,000= 1,00,000 CA 


1.5 

Working Capital 1.5 
C.L. 1.0 

1.0 


— 60,000 
— 9 


= Y I X 60,000 = 40,000 CL 


2.5 


Working Capital: 

(ii) Net Sales = 

G.P. Ratio= 


60,000 reconciled. 


Total Sales—Sales returns 
5,25,000-25,000= Rs. 5,00,000 
G.P. 


Net Sales 

1,00,000 


X100 


5,00,000 


X 100 = 20% 




Funds Flow and Cash Flow Statements 


Q. 1. From the following balance sheets and additional informa¬ 
tion relating to Precision Tools Ltd., Prepare: (i) Schedule of 
changes in working capital, and (ii) a Funds Flow Statement. 

31st December 
1985 1986 

Rs. Rs. 


Assets: 


Cash 

16,00,000 

17,76,000 

Sundry Debtors 

4,00,000 

7,40,000 

Stock 

6,00,000 

6,88,000 

Land 

1,60,000 

1,60,000 

Buildings 

8,00,000 

6,40,000 

Plant and Machinery 

6,00,000 

6,80,000 

Debenture Discount 

80,000 

72,000 

Patents 

40,000 

36,000 


42,80,000 

47,92,000 

Liabilities: 

Sundry Creditors 

10,00,000 

10,30,000 

Bills payable 

2,00,000 

2,50,000 

Debentures 

8,80,000 

8,80,000 

Depreciation Fund 

2,00,000 

1,12,000 

Reserves and Surplus 

6,00,000 

7,80,000 

Share Capital 

14,00,000 

17,40,000 


42,80,000 

47,92,000 
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Additional information: 

(i) Net Profit reported Rs. 4,00,000. 

(ii) Dividend paid Rs. 80,000. 

(iii) Depreciation charged to profits Rs. 32,000. 

(iv) The Company issued equity shares for Rs. 2,00,000 and 
Bonus shares for Rs. 1,40,000. 

(v) A building was sold off for Rs. 56,000 the Cost and Book 
value being Rs. 1,60,000 and Rs. 40,000 respectively. 

(/?. Com ., AP Open University , August 87) 


Ans. i. Schedule of Changes in Working Capital (Rs.) 



Funds from operations 4,28,000 Purchase of plant and 

Machinery 80,000 

Issue of sharecapital 2,00,000 Dividends paid 80,000 

Sales of Building 56,000 Increase in working 

capital 5,24,000 
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Ans. Statement of Changes in Working Capital (Rs.) 



1985 

1986 

Increase Decrease 

A. Current Assets: 




Stock 

30,000 

23,400 


B/R 

2,000 

3,200 


Debtors 

18,000 

19,000 


Cash 

6,600 

15,200 


Total A 

56,600 

60,800 


B. Current Liabilities: 




Creditors 

8,000 

5,400 


B/P 

1,200 

800 


Tax Provision 

16,COO 

18,000 


Provision for doubtful 




debts 

400 

600 


Total B 

25,600 

24,800 


C. Working Capital 




(A-B):= 

31,000 

36,000 

5,000 — 


P and L Appropriation A/c 



Rs. 


Rs. 

To Interim Dividend (1986) 

8,000 

By balance b/d. 

16,000 

„ General Reserve transfer 

4,000 

„ Net profit (after 


,, Balance c/d to B/S. 

13,000 

tax) 

9,000 


(balancing figure) 


25,000 


25,000 
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Net profit after tax 
Add : Depreciation on 
Plant 4,000 

Buildings 4,000 


Rs. 


9,000 


8,000 


Funds from Operations 17,000 


Funds Flow Statement 


Sources 

Rs. 

Applications 

Rs. 

Funds from Operations 

17,000 

Plant Purchases 

(See Note below) 
Investment 11,000 — 10,000 

3,000 

= 1,000 



Interim Dividend Paid 

8,000 



Increase in working 
capital 

5,000 


17,000 


17,000 

Note:— 

1 . 

Plant A/c. 



Rs. 


Rs. 

To Balance b/d. 

„ Bank—Purchases 

37,000 

3,000 

By Dep. 

„ Balance c/d. 

4,000 

36,000 

(balancing figure) 





40,000 


40,000 


2. Tax Provision: Opening balance and closing balance have 

been shown in working capital statement and hence separate treat¬ 
ment is not required. . „ 

3. For the purpose of computation of “Funds from operation > 

only Net Profit (after tax) is required. 





Q. 3. A Ltd. Co. gives you the following summarised balance sheet as at the end of 1984 and 1985. 

1984 1985 1984 1985 
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Ans: a. Schedule of Changes in Working Capital (Rs.) 



1914 

1985 Increase 

Decrease 

A. Current Assets: 
Stock-in-trade 

Book Debts 

Cash and Bank 

1,50,000 

2,50,000 

90,000 

1,80,000 

3,40,000 

60,000 


Total A 

B. Current Liabilities: 

S. Creditors 

4,90,000 

2,40,000 

5,80,000 

2,59,000 - 

• 

C. Working Capital: 
(A—B): 

2,50,000 

3,21,000 71,000 — 

Reserve A/c. (Equivalent to P and L App. A/c.) 

Rs. 

Rs. 

To Dividend paid (1985) 
„ Balance c/d. to B/S. 

60,000 

3,46,000 

By Balance b/d. 

„ N.P. (after tax) 
(balancing figure) 

2,30,000 

1,76,000 


4,06,000 


4,06,000 

Net profit (after tax) 
Add: Dep. 

Preliminary Exp. 
W/o. 

a,76,000 
80,000 

5,000 




2,61,000 

Less: Profit on sale of 

investments 3,000 

(See Note below) 

Funds from Operations: 2,58,000 


Funds Flow Statement 


Funds from Operations 2,58,000 Fixed Assets: Purchase 1,50,000 

Loan 50,000 Dividends Paid 60,000 

Sale of Investments 13,000 Repayment of Public 

Deposits • 40,000 

Increase in Working 

Capital 71,000 


3,21,000 


3,21,000 


Note: Investments worth of Rs. 10,000 sold for Rs. 13,000. Hence 
there is a profit of Rs. 3,000 on sale of investments. 



Q. 4 . From the following Balance Sheets of A Co., Limited prepare (i) a schedule of changes in working 
capital, (ii) a statement showing flow of fund from operation, and (iii) the Funds Flow Statement: 
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Ads. i. Schedule of Changes in Working Capital (Rs.) 



1978 

1979 Increase 

Decrease 

A. Current Assets: 

Cash at Bank 

S. Debtors 
Stock-in-trade 

12,000 

8,000 

4,000 

13,000 

19,000 

5,500 


Total A 

24,000 

37,500 


B. Current Liabilities: 

S. Creditors 

B/P 

7,500 

1,000 

11,000 

1,500 


Total B 

8,500 

12,500 


C. Working Capital: 
(A—B) = 

15,500 

25,000 9,500 



P and L App. A/c. 



Rs. 


Rs. 

To General Reserve— 

transfer 

,, Balance c/d. to 

B/S. 

By Balance b/d. 

5,000 „ Net Profit (after tax) 

(balancing figure) 

7,000 

6,000 

6,000 


12,000 


12,000 


ii. Funds from Operations 

Net profit (after tax) 

Add: Depreciation Fund 13,000—9000 = 
Goodwill Written off 
Loss on sale of investments 
Discount on Debentures written off 


Rs. 

6,000 

4,000 

2,000 

200 

500 


Funds from operations 


12,700 
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• • • 

HI. 

Funds Flow Statement 


Sources 

Rs. Uses 

Rs. 

Issue of Share 

Purchase of new machine 

13,000 

Capital 

5,000 Investments 


Issue of Debentures 

10,000 8,000—(3,000—3,000) = 

8,000 

Sale of investments 

2,800 Increase in Working Capital 

9,500 

Funds from 
operations 

12,700 



30,500 

30,500 

Q. 5. Calculate 

fund from operation from the following 

profit 

and loss account: 

Profit and Loss Account 

Rs. 

Rs. 


To Expenses paid and 
outstanding 
Depreciation 
Loss on Sale of Machine 
Preliminary Exps. 

, Discount Allowed 
Goodwill 
Net Profit 


By Gross Profit 
3,00,000 „ Gain on Sale 
50,000 of Land 
4,000 
20,000 
200 
20,000 
1,15,800 


4,50,000 

60,000 


5,10,000 


5,10,000 


(£L Com . Delhi , 1984) 


.Vns: 


Net Profit 

Add : Depreciation 

Loss on sale of machine 

Preliminary exp. 

Goodwill 


Rs. 

1,15,800 

50,000 

4,000 

20,000 

20,000 


2,09,800 

60,000 


1,49,800 


Less: Gain on sale of land 
Funds from operations 
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or 

Gross Profit 
Less : Cash exp.: 

Expenses paid and o/s. 
Discount allowed 


3,00,000 

200 


4,50,000 


3,00,2C0 


Funds from Operations 


1,49,800 


Q. 6. Prepare a Fund Flow Statement from the following parti 
culars: 


Balance Sheet of Jagriti Ltd. 



1979 

- 1978 


Rs. 

Rs. 

Assets: 


* 

Cash 

18,000 

30,000 

Debtors 

54,000 

50,000 

Stock 

80,000 

70,000 

Investments (Short term) 

— 

10,000 

Fixed Assets 

1,70,000 

1,40,000 

Goodwill 

— 

10,000 


3,22,000 

3,10,000 

Liabilities: 



Trade Creditors 

58,000 

62,000 

Short term Liabilities 

27,000 

35,000 

Accrued Expenses 

19,000 

13,000 

Accumulated Depreciation 

24,000 

40,500 

Profit and Loss Account 

64,000 

49,500 

Capital 

1,30,000 

1,10,COO 


3,22,000 

3,10,000 


Following is the additional information: 

(i) Depreciation provided during the year 1979 amounted to 
Rs. 13,500. 

*•* (ii) Dividend paid in 1979 amounted to Rs. 7,000. 

. . - - (B. Com. ( Pass ), Delhi, 1983 ) 
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Ans. Working Notes: 

Statement of Changes in Working Capital (Rs.) 


A. Current Assets 

1978 

1979 Increase Decrease 

1,50,000 

1,52,000 


(Cash Debtors & Stock) 


B. Current Liabilities 

1,10,000 

1,04,COO 


C. Working Capital 




(A—B)= 

40,000 

48,000 8,000 

— 


P and L A/c. 



Rs. 


Rs. 

To Dividends (1979) 

7,000 

By Balance b/d. 

49,500 

„ Balance c/d to B/S. 

64,000 

,, Net profit (after 



tax) 

21,500 



(balancing figure) 


71,000 


71,000 



Rs. 


Net profit after tax 


21,500 


Add: Dep. 


13,500 


Goodwill written ofF 


10,000 


Funds from operations 


45,000 



Solution: 

Funds Flow Statement 


Sources 

Rs. 

Uses 

Rs. 

Issue of Capital 

20,000 

Dividends Paid 

7,000 

Funds from operations 

45,000 

Purchase of fixed 


Sale of Investments 

10,000 

assets 
(See Note) 

60,000 


Increase in Working 


Capital 

8,000 


75,000 


75,000 
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Q. 7. Compute cash from operations from the following infor¬ 
mation: 

(i) Profit for the year 1985 is a sum of Rs. 10,000 after provid¬ 
ing depreciation of Rs. 2,000. 

(ii) The current assets of the business for the year ending 31st 
December, 1984 and 1985 are as follows: 

31-12-1984 31-12-1985 

Rs. Rs. 


Sundry Debtors 

10,000 

12,000 

Provision for Doubtful Debts 

1,000 

1,200 

Bills Receivable 

4,000 

3,000 

Bills Payable 

5,000 

6,000 

Sundry creditors 

8,000 

9,000 

Inventories 

5,000 

8,000 

Short-term Investments 

10,000 

12,000 

Outstanding expenses 

1,000 

1,500 

t Av J 4 /V 

Prepaid expenses 

2,000 

1,000 

4 A A 

Accrued Income 

3,000 

4,000 

Income Received in Advance 

2,000 

1,000 

(B. Com.y 

AP Open University , Dec. 86) 

Ans: Profit for 1985 

Rs. 

10,000 

Add: Dep. 


2,000 

Funds from operations 


12,000 

Add: Cash inflow: 



Increase in provision for doubtful debts 200 


Decrease in B/R 

1,UUU 


Increase in B/P 

1,000 


Increase in creditors 

1,000 


Increase in O/S Exp. 

500 


Decrease in prepaid exp. 

1,000 

4,700 



16,700 

Less: Cash outflow: 



Increase in Debtors 

2,000 


Increase in Inventories 

3,000 


Increase in investment 

2,000 


Increase in Accrued Income 

1,000 


Decrease in Income received 



in Advance 

1,000 

9,COO 

Cash from operations 


7,700 



Q- 8. The following are the summarise^ Balance Sheets of Aditya Ltd., as on 31st December, 1984 and 

1985. ___ 

Liabilities 31-12-84 31-12-85 Assets 31-12-84 31-12-85 
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You are required to prepare a Schedule of changes in working capital and a statement showing sources and 
uses of funds. (g Com., AP Open University, December 86) 
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Schedule of Changes in Working Capital (Rs.) 


31-12 84 31-12-85 Increase Decrease 


A. Current Assets: 




Stock 

1,64,000 

2,12,000 


Debtors 

1,34,000 - 

86,000 


Cash 

1,80,000 

1,80,000 


Prepaid exp. 

2,000 

4,000 


Total A 

4,80,000 

4,82,000 


B. Current Liabilities: 




Creditors 

2,06,000 

1,92,000 


O/S exp. 

26,000 

24,000 


Total B 

2,32,000 

2,16,000 


C. Working capital 




(A-B) 

2,48,000 

2,66,000 18,000 

— 


P and L 

A/c. 



Rs. 


Rs. 

To dividends paid 


By Balance b/d. 

32,000 

10% of 4,60,000 

46,000 


„ Balance c/d to B/S 

46,000 „ N.P. (after tax) 

60,000 



(balancing figure) 



92,000 

92,000 
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N.P. after tax 

Rs. 

60,000 

Add : Dep. 

88,000—(80,000—12,000) = 

20,000 

Loss on sale of machinery 

24 ,000—12,000—8,000= 

... 4,000 

Less: Profit on redemption of 

4 

debentures 40,000 X 

84,000 

1,600 
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82,400 


Statement of Sources and Uses of Funds 



Funds from operations 82,400 Dividends paid 

Sale of Machinery 8,000 Purchase of Machinery 

Sale of Investments 72,000 Redemption of Debentures 

96 

40,000 X - 700 * = 

Increase in working 
capital 


46,000 

60,000 

38,400 

18,000 


1,62,400 


1,62,400 



. The following are the summarised Balance Sheets of Prosperous Ltd. as on December 31st, 1984 
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Ans. 


Statement of Changes in Working Capital (Rs.) 


Particulars 


As on 


As on 


31-12-84 31-12-85 Increase Decrease 


Cash at Bank 

2,500 

2,700 

S. Debtors 

87,490 

73,360 

Stock 

1,11,040 

97,370 

Total A 

2,01,030 

1,73,430 

Current Liabilities: 

S. Creditors 

39,500 

41,135 

B/P 

33,780 

11,525 

Bank O.D. 

59,510 


Provision for tax 

40,000 

50,000 

Total B 

1,72,790 

1,02,660 


C. Working Capital 

(A—B)= 28,240 

Funds from Operations for 1985: 

Net profit before tax 
Less: Provision for tax 
(See Note 3) 

Profit after tax 

Add: Depreciation during 1985: 

Plant & Machinery as on 31-12-1984 
. Add: Purchase 

18,000 + 5,600= 


Less: P & M as on 31-12-85 

Dep. on P and M. 

Dep. on Land & Buildings 


70,770 42,530 — 


1,12,950 

23,600 

1,36,550 

1,16,200 

20,350 

4,250 


Rs. 

62,530 

35,000 


27,530 


Funds from operations 


24,600 

52,130 
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Statement of Sources and Application of Funds for 

Year 1985 


Sources 

Rs. 

Applications 

Rs. 

Funds from Operations 
Issue of Share Capital 
(to the extent of 

Stock only) 

52,130 

22,000 

Increase in Working 
Capital 

Interim Dividend 
paid 

Sundry purchases 
of plant 

42,530 

26,000 

5,600 


74,130 


74,130 


Note: 1. Issue of share Capital for Rs. 38,000 (i.e., for Machi¬ 
nery Rs. 18,000 and Goodwill Rs. 20,000) need not be shown in 
funds flow statement as there is no flow of funds involved in this 
case. 

2. Issue of share Capital for Rs. 22,000 (i.e., for stock) should 
be shown in funds flow statement as stock of Rs. 22,000 has been 
reflected in statement of working Capital. 


3. Provision for Taxation A/c. 



Rs. 

Rs. 

1985 To Bank 

25,COO 1-1-85 By Balance b/d. 

40,000 

31-12-85 „ Balance 

31-12-85 „ P & La/c. 

35,000 

c/d. 

50,000 (balancing figure) 



75,000 

75,000 

4. Income tax paid during 1985 for Rs. 25,000 need not be 
shown in funds flow statement as this account has been reflected and 
shown in Working Capital Statement. 

5. 

P and L A/c. 



Rs. 

Rs. 

To Interim dividend 

26,000 By Balance b/d. 

39,690 

„ Balance c/d to B/S 

41,220 „ N.P. (after tax) 

27,530 


67,220 

67,220 
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Q. 10. Calculate Funds from operations from the following in¬ 
come statement: 

Income Statement 

Rs. Rs.. 

To Salaries 99,000 


By Gross income 

5 , 00 , 00 a 

Add: O/s 1,000 

1 ,00,000 

,, Vehicle a/c 

3,000 



(profit on sale) 


,, Rent paid 

25,000 



,, Provision for Dep. 

50,000 



„ Stationery etc. 

5,000 



„ Provision for Taxation 

1,50,000 



,, Provision for Bad debts 

3,000 



,, Loss on sale of Machine 

1,000 



„ Sundry exp. 

4,000 



,, Net Income 

1,65,000 




5,03,000 


5,03,ooa 


(B. Com. (Pass), Delhi, 1983 Suppl) 

Ans: 



Rs. 

Net Income (after tax) 


1,65,000' 

Add: Provision for Dep. 



50,000 

Loss on sale of Machine 



1,000 




2,16,000 

Less: Profit on sale of vehicle 


3,000 

Funds from operations 



2,13,000 


or 



Gross Income 



5,00,000 

Less: Cash exp: 




Salaries 


1 ,00,000 


Rent 


25,000 


Stationery 


5,000 


Tax (has to be paid) 


1,50,000 


Provision for Bad debts (to meet 



future bad debts) 


3,000 


Sundry exp. 


• 4,000 

2,87,ooa 

Funds from operations 



2,13,000 
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Q. 11. A Corporation made a profit of Rs. 3,70,250 after con¬ 
sidering the following : 

(i) Depreciation of fixed assets Rs. 7,500, (ii) Amortization of 
development cost Rs. 5,000, (iii) Loss on sale of machine Rs. 6C0, 
(iv) Provision for doubtful debts Rs. 1,200, (v) Provision for taxa¬ 
tion Rs. 50,000, (vi) Transfer to general reserve Rs. 20,000, 
<vii) Gain on sale of fixed assets Rs. 2,500. 

The following additional information is available : 



Dec. 

31 


Dec. 

31 


1980 

1981 


1980 

1981 


Rs. 

Rs. 


Rs. 

Rs. 

Creditors 

20,000 

25,000 

Debtors Bills 

36,000 

39,000 

Bills payable 

15,000 

13,000 

Receivable 

12,000 

10,500 

Outstanding exp. 

7,000 

6,000 

Prepaid exp. 

1,600 

1,700 


You are required to determine the cash from operation. 


( B . Com., Punjab University, April 1983) 


Ans. 


Profit (i.e., after tax) 
Add : Depreciation of 


fixed assets 

7,500 

Amortization of 


development cost 

5,000 

Loss on sale of machine 

600 

Provision for doubtful 


debts 

1,200 

Transfer to general 


reserve 

20,000 


Less : Gain on Sale of fixed assets 


Rs. 

3,70,250 


34,300 

4,04,550 

2,500 


Funds (or cash) from operations: 


4,02,050 
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Q. 12. Calculate fund from operation from the following profit 


and loss Account: 

Profit and Loss Account 

Rs. 

Rs. 

To opening stock 
Purchases 

Less Returns 

32,000 By Sales 

40,000 Closing Stock 

8,000 32,000 

10 ,00,000 

80,000 

Wages 

Add: Outstanding 
Gross Profit 

20,000 

10,000 30,000 

- 9,86,000 



10,80,000 

10 ; 80,000 


Rs. 

Rs. 

To Rent 

To Salary 
„ Depreciation 

10,000 By Gross Profit 
25,000 

3,000 

9,86,000 


,, Discount on issue of 

Shares 10,000 

„ Goodwill written off 5,000 
„ Preliminary expenses 6,000 
„ Net Profit ■ 9,27,000 


0 

9,86,000 

9,86,600 


(B. 

Com., Punjab , September 1983) 

A ns. 


Rs. 

Net Profit 


9,27,000 

Add: Depreciation 

3,000 


Discount on issue of 

Shares 

10,000 


Goodwill written off 

5,000 


Preliminary Exp. 

6,000 

• 24,000 

Funds from Operations 

. 

9,51,000 

or 

Gross Profit 


9,86,000 

Less : Cash expenses (Operating) 


i.e., RentH-Salary in this case 

35,000 


Funds from Operations 


9,51,000 
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Q. 13. From the following balance sheets as on December 1979 
and 1980, you are required to prepare a statement of fund flow 
and schedule of changes in working capital: 


Liabilities 

1979 

1980 


Rs. 

Rs. 

Share Capital 

2 ,00,000 

2,50,000 

General Reserve 

50,000 

60,000 

Profit and Loss 

30,500 

30,600 

Long term loan 

70,000 

— 

Sundry Crs. 

1,50,000 

1,35,200 

Provision for Tax 

30,000 

35,000 


5,30,500 

5,10,800 

Assets 

1979 

1980 


Rs. 

Rs. 

Land and Building 

2 ,00,000 

1,90,000 

Machinery 

1,50,000 

1,69,000 

Stock 

1 ,00,000 

74,000 

Sundry Debtors 

80,000 

64,200 

Cash 

500 

600 

Bank 

— 

8,000 

Goodwill 

— 

5,000 


5,30,500 

5,10,800 


Additional information during the year ended 1980: 

(a) Dividend Rs. 23,000 was paid; 

(b) Assets of other company were purchased for Rs. 50,000 
payable in shares—assets purchased were stock Rs. 20,000 
and machinery Rs. 25,000; 

<c) Machinery was further purchased for Rs. 8,000; 

(d) Depreciation written off machinery Rs. 12,000; 

•(e) Income Tax provided during the year Rs. 33,000; 

<f) Loss on sale of machine Rs. 200 was written off to general 
reserve. 


(B. Com.y Punjab University , April 1983) 
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Ans: General Reserve A/c. 



Rs. 



Rs. 

1980 To Machinery 


31-12-79 By Balance b/d. 

50,000 

a/c—Loss on Sales 

200 

1980 

By P & L a/c— 


31-12-80 To Balance 



Transfer 

10,200 

c/d. 

60,000 


(Balancing 

figure) 



60,200 



60,200 


P & L A/c (Appropriation A/c.) 



Rs. 



Rs. 

1980 To General 


31-12-79 

By Balance b/d. 

30,500 

Reserve a/c. 

10,200 

1980 

By Net Profit 

M To Dividends 

23,000 


(after tax) 

33,300 

31-12-80 To Balance 



(Balancing figure) 


c/d. 

30,600 





63,800 



63,800 


Machinery A/c. 



Rs. 



Rs. 

31-12-79 To Balance 


1980 

By Depreciation 

12,000 

b/d. 

1,50,000 




1980 To Purchase 25,000 ” ” Cash—Sale 1,800 

of Machinery of Machines 

8,000 (Balancing figure) 

” ” General 

Reserve—Loss 
on sale 200 

31-12-80 By Balance c/d. 

= 1,69,000 


1,83,000 


1,83,000 
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Schedule of Changes in Working Capital 


Particulars 

As on 
31-12-79 
Rs. 

As on 
31-12-80 

Rs. 

Increase 

Rs. 

Decrease 

Rs. 

A. Current Assets: 
Stock 

S. Debtors 

Cash 

Bank 

1,00,000 
80,000 
500 

74,000 

64,200 

600 

8,000 



Total A 

1,80,500 

1,46,800 



B. Current Liabilities : 

S. Creditors 1,50,000 

Provision for 

Income Tax 30,000 

1,35,200 

35,000 



Total B 

1,80,000 

1,70,200 



C. Working Capital 
(A—B) = 

(+) 500 ( 

-) 23,400 

— 

23,900 


Fund Flow Statement 



Sources of Funds 

Rs. 

Application of Funds 

Rs. 


Net Profit after Tax 

33,300 

Payment of Long term 

70,000 

Add : Depreciation 

12,000 

Loan 

Purchase of assets of 


Funds from Opera¬ 

45,300 

other Company: 


tions: 

Issue of Share Capital 

50,000 

Machinery 25,000 

Goodwill 5,000 

30,000 

Reduction in working23,900 
capital 

(See Note 2 below) 

Sale of Machinery 

1,800 

8,000 

Sale of Land & 


Purchase of Machinery 

Buildings 

10,000 

Dividends 

23,000 

Total : 

1,31,000 


1,31,000 


Note * 1. The Written down value of the Machinery was Rs. 2,000 
and it was sold for Rs. 1,800. The loss incurred on sale 
was Rs. 200. 

-> The purchase of stock for Rs. 20,000 and payment of 
Income tax for Rs. 28,000 (30,000+33,000-35,000) are 
reflected in the Schedule of changes in working Capital. 
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Land and Buildings : Rs- 40,000 

Plant & Machinery : Rs. 50,000 ^ ^ April m2) 



Ans: (i) Statement of Changes in Working Capital 

Particulars Year ending Year ending 

31.12 80 31.12.81 Increase Decrease 
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RATHNAM’S COST AND MANAGEMENT ACCOUNUNO 


Q. 15. From the following information prepare a statement 

showing sources and applications of funds for the year ended 31st 

December 1973 with full working details : 


Balance Sheet as on 31st December 


Liabilities 1972 1973 Assets 

Rs. Rs. 


1972 

Rs. 


1973 

Rs. 


Share 
Capital 
Gen. 

Reserve 
Profit & 

Loss A/c. 

Creditors 
Provision 
for Tax 
Mortgage 
loan 

10,49,000 


1,34,000 Debtors 

10,000 Bank 
2,70,000 
12,42,000 


4,00,000 3,20,000 

50,000 60,000 

2,40,000 2,10,000 
2,10,000 4,55,000 

1,49,000 1,97,000 

10,49,000 12,42,000 


4,50,000 4,50,000 Fixed Assets 

3,00,000 3,10,000 Investments 

(Non-current) 

56,000 68,000 Inventoiies 

1,68,000 

75,000 


Additional information: 

(a) Investments costing Rs. 8,000 were sold during the year 
1973 for Rs. 8,500. (b) Provision for taxation made during the 
year was Rs. 9,000. (c) During the year part of the fixed assets 
costing Rs. 10,000 was sold for Rs. 12,000. The profit was included 
in profit and loss account, (d) Dividend paid during the year 
amounted Rs. 40,000. 

( B . Com., Punjab University , September 1982) 


Ans. 


P & L Appropriation A/c 



Rs. 


Rs. 

To Dividends 

40,000 

By Balances b/d. 

56,000’ 

,, Transfer to General 
Reserve 

10,000 

„ Net Profit 
(after tax) 

62,000' 

„ Balance c/d to 

B/S. 

68,000 

(balancing 


• 

1,18,000 

figure) 

1,18,000 
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Statement of Changes in Working Capital 



A. Current Assets : 

Inventories 2,40,000 2,10,C00 

Debtors 2,10,000 4,55,000 

Bank 1,49,000 1,97,000 


Total A 5,99,000 8,62,000 


B. Current Liabilities : 

Creditors 1,68,000 1,14,000 

Provision for tax 75,000 10,000 

Total B 2,43,000- • 1,44,000 

C. Working Capital 3,56,000 7,18,000.3",62,000 

Statement of Sources & Application of Funds for the Year 

ended 31-12-73 


Sources of Funds 

Rs. 

Application of Funds 

Rs. « 

Net Profit after tax 

62,000 

Increase of working 


Add : Depreciation 


capital 

3,62,000 

(See note) 

70,000 

Purchase of Investments 


• • >4 • • • -• 


60,000— (50,000—8,000) 

= 18,000 

Less : Profit on sale 

1,32,000 



of Investments 


Dividends paid 

40,000 

500+Profit on 

. 



sale of fixed 




assets 2,000 = 

2,500 




1,29,500 



Funds from opera¬ 




tions 




Mortgage Loan 

2,70,000 

* % 


Sale of Invest¬ 




ments 

8,500 



Sale of fixed assets 

12,000 

% « 

• 


i K' ' 

4,20,000 


4,20,000 
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Rs. 

Note : Fixed assets as on 31-12-72 4,00,000 

Less : Sale 10,000 


3,90,000 

Fixed assets as on 31-12-73 3,20,000 


Depreciation during 1973 70,000 


Q. 16. The following were the Balance Sheets of the Anil Cor¬ 
poration for 1979 and 1978. Prepare a source and application of 
lunds statement with a supporting schedule of working capital. 


Balance Sheet of Corporation 


Liabilities 

December 

1979 1978 Assets 

Rs. Rs. 

December 

1979 1978 

Rs. Rs. 

Accounts 





Payable 

12,000 

15,000 Cash 

45,000 

30,000 

Bonds Payable 

60,000 

20,000 Account 



Reserve for De¬ 


Receivable 42,000 

50,000 

preciation of 


Merchandise & 


plant 

19,000 

10,000 Inventory 

33,000 

20,000 

Common 



0 


Stock 

1 ,20,000 

1,00,000 Plant 

1,50,000 

1 ,00,000 

Surplus 

59,000 

55,000 




2,70,000 

2 ,00,000 

2,70,000 

2 ,00,000 

The surplus account on 31st December, 1979 was as follows : 



Surplus A/c. 



1979 

Rs. 

1978 


Rs. 


June 20 To Cash Dec. 31 By Balance 55,000 


Dividends 11,000 1979 

Dec. 31 „ Net Profit after 

income-tax 15,000 

A plant expansion of Rs. 50,000 was completed during the year. 
Depreciation is computed at 6% a year. 

(B. Com., Punjab University , April 1981) 
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Ans Schedule of Working Capital 


Particulars 

As on 
31-12-78 
Rs. 

As on 
31-12-79 
Rs. 

Current Assets: 


Cash 

30,000 

45,000 

Accounts 

receivable 

50,000 

42,000 

Merchandise 

& 

inventory 

20,000 

33,000 

Total A 

1 ,00,000 

1 ,20,000 


B. Current Liabilities: 
Accounts 

Payable 15,000 

C. Working Capital 

(A—B)= 85,000 


12,000 


1,08,000 


Increase 

Rs. 


Decrease 

Rs. 


23,000 


Statement of Sources and Applications of Funds for 1979 


Sources 

Rs. 

Application 

Rs. 

Net Profit after I.T. 

15,000 

Increase in Working 
Capital 

23,000 

Add : Depreciation during 



50,000 

1979 (19,000—10,000) =9,000 

Plant expansion 

or 6% of 1,50,000= 

9,000 

Dividends Paid 

11,000 

Funds from Operations 

24,000 

Issue of Bonds 

40,000 



Issue of Common Stock 

20,000 



Total 

84,000 

Total : 

84,000 

Q. 17. What do you 

mean by working capital? 

Estimate the 


Working Capital required from the data of V.E. Ltd. 

Projected Annual sales: 75,000 units at Rs. 100. 

Cost price per unit: Raw material Rs. 40, Labour Rs. 10 and 
Overhead Rs. 30. 

Debtors pay after 10 weeks 

Creditors are paid after 4 „ 
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Raw materials in stock 6 „ 

Finished stock 8 ># 

Production and progressing time 4 „ 

Wages are paid once in 4 „ 

Contingency 10% of the estimated working capital. 

( M . Com., Bombay, June 1979) 


Ans: 

Sales 75,000x100 


Rs. 

75,00,000 


Raw materials 75,000x40 ' 30,00,000 

Labour . 75,000x10 7,50,000 

Overheads 75,000x30 22,50,000 


Total Cost 


60,00,000 


A. 


Statement of Working Capital Requirements 


Particulars 


Basis 


(Amount Rs.) 


Raw materials in stock 6 weeks i.e. 1J months 

3,00,000 w , i 
12 * ** 


3,75,000 


Finished stock 8 weeks i.e. 2 months 60,00,000 X 2/12 = 10,00,000 
Production & progressing 4 weeks i.e. 1 month i.e. 

• WIP 60,00,000 X 1/12 5,00,000 


Total Inventory 18,75,000 

Debtors 10 weeks i.e. 2* months 60,00,000 x 2*/12= 12,50,000 

Cash Sc Bank (assumed) 1,87,500 


Total Current Assets (A) 33,12,500 


B. Current Liabilities : 

Creditors 4 weeks i.e. 1 month 30,00,000x1/12= 2,50,000 

., Wages 4 weeks i.e. 1 month 7,50,000x1/12= 62,500 

Total (B) 3,12,500 

Working capital required (A—B) 30,00,000 

Add: Contingency 10% 3,00,000 

Total Working Capital required 33,00,000 
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Q. 18. Mr. Krishan wishes to commence a new trading business 
and gives the following information: 

(1) The total estimated sales in a year will be Rs. 12,00,000; (2) 
His expenses are estimated as fixed expenses of Rs. 2,000 per month 
plus variable expenses equal to 5% of his turnover; (3) He expects 
to fix a sale price for each product which will be 25% in excess of 
his cost of purchase; (4) He expects to turnover his stock four times 
in a year; (5) The sales and purchase will be evenly spread through¬ 
out the year. All sales will be for cash but he expects one month’s 
credit for purchases. 

•Calculate: (a) His estimated profit for the year; 

(b) His average working capital requirements. 

(B . Com., Punjab J980) 

Ans. Total Estimated Sales in Year 

Rs. 

12,00,000 

Less: Fixed expenses 2,C00x 12= 24,000 

Variable expenses 5% of 12,00,000= 60,000 

- 84,000 


11,16,000 

Less: Cost of purchases (see note on next page) 9,60,000 

Estimated profit for the year— 1,56,COO 


(b) Statement of Working Capital Requirements 


Particulars Basis of apportionments Amount 



Current Assets: 


Rs. 

Stock = 

9,60,000 

4 

2,40,000 

Debtors 


Nil 

Cash 

assumed 

25,000 

Total (i) 


2,65,000 

<ii) Current Liabilities : 

Trade creditors 

9,60,000 

12 

80,000 

Sundry creditors for exps. 

84,000 

7,000 

<one month credit assumed) 

12 

Total (ii) 


87,000 
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Working capital (i—ii) 1,78,000 

Less: b of estimated profit for the year 78,000 

Net working capital required 1,00,000 


Note: Cost of purchase 100 Sale price 125 

7 1,20,000 

x 100=Rs.9,CO,000 Cast of purchases 
2,40,000 Add 25% 

12,00,000 Sales 


Q. 19. Calculate working capital frcm the following particulars: 


(a) 

Annual expenses : 

Rs. 


Wages 

52,000 p.a. 


Stores & material 

9,600 


Office salaries 

12,480 


Rent 

2,000 

(b) 

Other expenses 

9,600 

Average amount of Stock to be maintained: 



Stock of finished goods 

1,000 


Stock of material and stores 

1,600 

(c) 

Expenses paid in advance: 



Quarterly advance 

1,600 p.a. 

(d) 

Annual sales: 



Home market 

62,400 


Foreign market 

15,600 

(e) 

Lag in payment of all expenses: 



Wages 

li weeks 


Stores & material 

li months 


Office salaries 

b month 


Rent 

6 months 


Other expenses 

H months 

(0 

Credit allowed to customers: 



Home market 

6 weeks 


Foreign market 

1 i weeks 


(M. Com.y Rajasthan , 1980 ) 
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Ans: Statement of Requirement of Working Capital 


Particulars 


Amount 
Rs. Rs- 


A. Current assets: 

(i) Stock of finished goods 
Stock of materials and stores 

6 

(ii) Debtors—Home market 62,400 X — 


1,000 

1,600 

7,200 


>> 


Foreign 
(iii) Prepaid expenses 


It 


15,600 x -f= 450 


1,600 X -rr 


400 


10,650 


1* 


B. Current Liabilities: 

(i) Creditors for stores & materials 9,600 X —=1,200 

(ii) Creditors for expenses: 


Wages 

Office salaries 
Rent 

Other expenses 


52,000 X -£ = 1,500 

12,480X1/24= 520 

2,000 x 6/12= 1,000 

9,600 X -£-1,200 


4,220 

6,430 


C. Working capital required (A—B) 

Q. 20 From the following information prepare a Cash Flow 

Statement for the year : 

Comparative Balance Sheets 

a. ii.» iwmhr (figures in thousands) 

1978 1979 

Rs. 


Liabilities 


Equity Capital 
Reserves 
Sundry creditors 

Wages outstanding 
Misc. Expenses 
outstanding 


1978 

Rs. 

1979 

Rs. 

140 

140 

74 

105 

32 

35 

3 

4 

11 

3 


Assets 


Rs. 


^ —* j — 

Inventory 


90 

75 

43 

49 

3 


87 

97 

40 

58 

5 


Total 


Rs. 260 


287 


Total 260 


287 


•Accumulated Depreciation was Rs. 16,000 at the end of 1978 and Rs. 
19,000 at the end of 1979. 
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Other 

(Figures in 

Other 

(Figures in 

information 

thousands) 

Information 

thousands) 


Rs. 


Rs. 

Sales 

300 

Cost of goods 
sold 

190 

Wages 

23 



Misc. Operating exp. 47 

Rent 

6 



Depreciation 

3 


(B. Com ., Punjab University , April 1981) 


Ans. 

Sales 

Cost of goods sold 
Wages 

Misc. Operating exp. 

Total operating cost 
Gross Profit 

Less : Rent + Depreciation 
Net profit 


Cash Flow Statement for the Year ending 31-12-79 

Rs. 


Opening Balance of Cash as on 31-12-78 
Add : Net Profit 

4- Depreciation during the year 

31,000 

3,000 

75,000 

Funds from Operations 

34,000 

34,000 

Reduction in Sundry Debtors 

Increase in Sundry Creditors 

Increase in Outstanding wages 


1,09,000 

3,000 

3,000 

1,000 



1,16,000 


Rs. 

3,00,000 

1,90,000 

23,000 

47,000 

2,60,000 

40,000 

9,000 

31,000 


9,000 

2,000 

8,000 


573 

FUNDS FLOW AND CASH FLOW STATEMENTS 

Less : 

'Increase in Inventory 
; Increase in prepaid rent 

Reduction in O/S Misc. exp. 

Balance of Cash as on 31-12-79 
Working Capital: 

Balance Sheets at the End of 1977 and 1978 

Assets 


19,000 

97,000 


Liabilities 


1978 

Rs. 


1977 

Rs. 


1978 

Rs. 


1977 

Rs. 


Accounts 
Payable 
Taxes and 
Accrued Exp. 
Income- 
Tax due 

Bonds pay¬ 
able (10 yrs) 
Reserve for 


35,000 

16,000 

80,000 

1,00,000 


Cash 

47,500 Govt. 


16,500 


1,20,000 1,36,000 

Securities 75,000 1,00,000 


• Notes 
40,000 Payable 
Debtors 

1,00,000 Inven¬ 
tories 
Equip¬ 
ment 
Bldgs. 
Land 
Deferrec 
charges 


40,000 

80,000 


75,000 

55,000 


Dep : on 
equipment ; 

1,60,000 

1,00,000 

On Build¬ 


55,000 

ings 

80,000 

Capital 

stock 

12,00,000 

10,00,000 

Premium on 


t ' Nil 

Capital 

Bond Sink¬ 

30,000 


ing Fund 

80,000 

70,000 

Surplus 

60,000 

47,000 


o a t' AOrt 

14,76,000 

--- Rs. 

18,41,000 


1,66,000 1,20,000 

6,00,000 4,00,000 
5,00,000 4,00,000 

1,50,000 1,00,000 

1,10,000 90,000 


Rs. 18,41,000 14,76,000 


(B. Com., Punjab University , September 1982) 
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Ans: 


Statement of Working Capital 


Particulars 

As on 
31-12-77 

Rs. 

As on 
31-12-78 
Rs. 

A. Current Assets 
Cash 

Debtors 

Inventories 

1,36,000 

55,000 

1,20,000 

1,20,000 

80,000 

1,66,000 

Total A 

3,11,000 

3,66,000 

B. Current 

Liabilities: 

Accounts payable 47,500 
Taxes & 

Accrued exp. 16,500 

I T. due 40,000 

35,000 

16,000 

80,000 

Total B 

1,04,000 

1,31,000 


Decrease 

Rs. 


C. Working Capital 

(A—B): 2,07,000 2,35,000 

P & L Appropriation A/c. 

Rs. 


To Transfer to Bond 
Sinking Fund 

„ Balance c/d. 


28,000 - 


Rs. 

47,000 


By Balance b/d. 47,000 

10,000 „ Net Profit (after 

tax) 23,000 

60,000 • (balancing figure) 


70,000 


Statement of Sources and Applications of Funds for 
the Year ending 31-12-78 


70,000 


Sources Rs. Application 


Net Profit after tax 23,000 Increase in Working 


Add: Depreciation Capital 

during 1978 Purchase of Equipment 2, 

60,000+25,000 85,000 Purchase of Buildings 1, 

-Purchase of Land 


mi 

aStS 



FUNDS FLOW AND CASH FLOW STATEMENTS 


575 


Funds from 
Operations 

1,08,000 

Increase in Deferred 

20,000 

Sale of Govt. 

Securities 

Sale of Notes 
payable 

Issue of Capital 
Stock with 
premium 

25,000 

35,000 

2,30,000 

charges 



3,98,000 


3,98,000 


Q. 22. Prepare a statement from the figures given below showing 
Application and Sources of Funds during the year 1978 : 



As on 1st 

As on 31st 


January, 

December, 


1978 

1978 


Rs. 

Rs. 

Assets : 

Fixed Assets 

5,10,000 

6,20,000 

Investments 

30,000 

80,000 

Current Assets 

2,40,000 

3,75.000 

Discount on Debentures 

5,000 

■ ■■ ■ 


7,85,000 

10,75,000 


As on 1st 

As on 31st 


January, 

December 


1978 

1978 


Rs. 

Rs. 

Liabilities : 

Share Capital 

3,00,000 . 

3,50,000 

Debentures 

1,00,000 

2,00,000 

General Reserves 

1,50,000 

2,00000 

Profit & Loss 

Account 

60,000 

70,000 

Depreciation Reserve 

90,000 

1,30,000 

Provision for Doubtful 

Debts 

10,000 

15,000 

Current Liabilities 

75,000 

1,10,000 


7,85,000 

10,75,000 
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During the year a dividend @ 15% was paid for 1977. An asset 
costing Rs. 40,000 (Depreciation provided Rs. 17,000) was disposed 
of for Rs. 25,000. 

(B. Com. (Hons.), Utkal , 1981) 


Ads. 

P & L Appropriation A/c. 



Rs. 


Rs. 

To General Reserve 
„ Balance c/d 

50,000 

70,000 

By Balance b/d 
„ Net Profit 
(Balancing figure) 

60,000 

60,000 


1,20,000 


1,20,000 

Statement of Changes in Working Capital 

r 

Particulars 

As on 
1.1.78 

Rs. 

As on Increase 

31.12.78 

Rs. Rs.. 

Decrease 

Rs. 

A. Current Assets 

B. Current Liabilities 

2,40,000 

*75,000 

3,75,000 

1,10,000 


C. Working Capital 
(A—B) = 

1,65,000 

2,65,000 1,00,000 

— 


Fixed Assets A/c 

Rs. 

Rs. 

To Balance b/d. 

„ Bank-Purchase 
(balancing figure) 

5,10,000 

1,50,000 

By Asset Disposal 
a/c. 

„ Balance c/d. 

40,000 

6,20,000 


6,60,000 


6,60,000 

Depreciation Reserve A/c 

Rs. 

Rs. 

To Asset Disposal a/c. 
„ Balance c/d. 

17,000 

1,30,000 

By Balance b/d. 

,, Depreciation 
during 1978 
(balancing figure) 

90,000 

57,000 


1,47,000 


1,47,000 
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Assets Disposal A/c. 



To Fixed Assets a/c. 
„ P & L a/c—Profit 
on Sale of Assets 


40,000 By Depreciation 
Reserve a/c. 

2,000 „ Cash—Disposal 


42,000 


Rs. 


17,000 

25,000 


42,000 


Statement of Sources and Application of 
Funds during the Year 1978 



Net Profit during 1978 60,000 Increase in working 

Add : Depreciation 57,000 Capital 1.00.000 

To Discount on Debentures Purchase of Fixed 

Written off: 5,000 Assets 1.50,000 


„ Provision for 
Doubtful Debts 

Less : Profit on Sale of 
Assets 


5,000 Investments 


50,000 


1,27,000 

2,000 


Funds from 
Operations 
Sale of Assets 
Issue of Share 
Capital 

Issue of Debentures 


1,25,000 

25,000 

50,000 

1,00,000 


Total : 3,00,000 


Total: 3, CO, 000 


Note : Provisions for Dividend for 1977 at 15% on 3,00,000 i.e., 
Rs. 45,000 is presumed to be included in the current liabili¬ 
ties as on 1-1-78. Hence the payment of Rs. 45,000 during 
1978 is reflected in the statement of changes in working 

capital. 
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Q. 23. The following are the Balance Sheets of Shyam Limited : 


Liabilities 

1.1.1980 

Rs. 

31.12.1980 

Rs. 

Assets 1 

.1.1980 31.12.1980 
Rs. Rs. 

Creditors 

1,63,000 

1,46,000 

Cash and 



Outstanding 



Bank 



Expenses 

13,000 

22,000 

Balances 

50,000 

40,000 

5% Deben¬ 



Debtors 

77,000 

73,000 

tures (Rs. 



Stock 

2,02,000 

1,90,000 

100/ each) 

90,000 

70,000 

Prepaid 



Deprecia¬ 



Expenses 

1,000 

2,000 

tion Fund 

40,000 

44,000 

Land and 



Capital 



Building 

1,00,000 

1,00,000 

Reserve 

6,000 

7,800 

Machi¬ 



Profit and Loss 



nery 

72,000 

80,000 

account 

10,000 

15,200 




Equity Share 






Capital 

1,80*,000 

1,80,000 





5,02,000 

4,85,000 


5,02,000 

4,85,000 


The following additional information is also available: 

(1) 10% dividend on Equity Share Capital was paid in cash. 

(2) Old machinery costing Rs. 12,000 was sold for Rs. 4,000, 
and accumulated depreciation on that was of Rs. 6,000. 

(3) 5 % Debentures of Rs. 20,000 were redeemed by purchase 
from open market at Rs. 96 per debenture. Profit on this 
redemption was transferred to capital reserve. 

You are required to prepare a schedule of changes in working 
capital and a statement showing the source and application 
of funds. 


( B . Com., Gujarat , November 19$I) 
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Ans. Schedule of Changes in Working Capital 
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A. Current Assets 
Cash and Bank 
Debtors 
Stock 
Prepaid 
Expenses 


Total A. 


Creditors 

Outstanding 

Expenses 


Total B. 


50,000 

77,000 

2,02,000 

40,000 

73,000 

1,90,000 

1,000 

2,000 

3,30,000 

3,05,000 

^ 1,63,000 

1,46,000 

13,000 

22,000 

1,76,000 

1,68,000 


C. Working 

(A-B): 1,54,000 1,37,000 — 17,000 

Profit on Redemption of 200 Debentures : 4x200-Rs. 800 


31.12.80 
To Balance c/d 


Capital Reserve A/c. 

Rs. 1.1.80 


Rs. 



7,800 By Balance b/d, 

„ Profit on Redemp¬ 
tion of debentures 
„ Profit and Loss a/c 
Transfer (balancing 
figure) 


6,000 

800 


1,000 


7,800 


7,800 


Rs. 


Rs. 


To Dividends 
„ Capital Reserve- 


Transfer 
,, Balance c/d 


18,000 By Balance b/d. 10,000 
„ Net Profit trans- 
1,000 ferred from Profit 

15,200 and Loss account 24,200 

(balancing figure) 


34,200 


34,200 
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Statement of Sources and Application of funds 


Sources of funds 

Rs. 

Application of funds 

Rs. 

Net Profit 

24,200 

Redemption of 


Add : Loss on Sale of 


Debentures 200 at 


Machinery 

2,000 

Rs. 967- 

19,200 

Add : Depreciation during 


Dividends Paid 

18,000 

the year : 


Purchase of Machi¬ 


44,000—(40,000 

—6,000) 

10,000 

nery 80,000 
—(72,000—12,000) 

20,000 

Funds from Operations 
Reduction of working 
capital 

Sale of old machinery 

36,200 

17,000 

4,000 

• 


Total : 

57,200 

Total 

57,200 


Q. 24. Statement of financial position of Mr. X is given below : 



1.1.81 

31.12.81 

1.1.81 

31.12.81 


Rs. 

Rs. 


Rs. 

Rs. 

Accounts 



Cash 

40,000 

30,000 

Payable 

29,000 

25,000 

Debtors 

20,000 

17,000 

Capital 

7,39,000 

6,15,000 

Stock 

8,000 

13,000 




Buildings 
Other fixed 

1,00,000 

80,000 




assets 

6,00,000 

5,00,000 


7,68,000 

6,40,000 


7,68,000 

6,40,000 


There were no drawings and no purchase or sale of buildings or 
other fixed assets. Prepare a Statement of Cash Flow. 


(£. Com. y Punjab University , April 1982) 
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ADS. Statement of Cash Flow for the Year ending 31-12-81 


Particulars 


Cash Balance as on 1.1.81 
Less : Capital as on 31.12.81 
Less : Capital as on 1.1.81 


6,15,000 

7,39,000 


Net loss during 1981 (—) 1 ,24,000 

Depreciation on Buildings (+) 20,000 

Depreciation on other fixed assets (+) 1,00,000 


Cash Loss 


Less : Increase in Stock 

Decrease in A/cs. Payable 


(-) 


4,000 


5,000 

4,000 


Amount 

40^000 


(—) 4,000 

36,000 


9,000 


Add : Decrease in Debtors 


27,000 

3,000 


Cash Balance as on 31.12.81 


30,000 


Q. 25. From the following Balance Sheets, you are required to 
prepare a cash flow statement: 


Liabilities 

1980 

Rs. 

1981 

Rs. 

Assets 

1980 

Rs. 

1981 

Rs. 

Share capital 
Trade creditors 
PdLA/c 

2,00,000 

70,000 

10,000 

2,50,000 

45,000 

23,000 

Cash 

Debtors 

Stock in 
trade 
Land 

30,000 

1,20,000 

80,000 

50,000 

47,000 

1,15,000 

90,000 

66,000 


2,80,000 

3,18,000 


2,80,000 

3,18,000 


(B. Com., Punjab, April 1982) 
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Ans. 


Cash Flow Statement 


Rs. 


Cash Balance on 1-1-81 30,000 

Add : Cash inflow: 

Issue of share capital 50,000 

Profit during 1981 

23,000—10,000 13,000 

Decrease in Debtors 5,000 


68,000 


98,000 

Less : Cash outflow: 

Decrease in trade creditors 
Increase in stock 
Purchase of Land 

51,000 


25,000 

10,000 

16,000 


Cash Balance as on 31-12-81 



47,000 


. 26. Balance Sheets of M/s. Ram & Shyam as on 1st January 
and 31st December 1983 were as follows: 

Balance Sheets 



1-1-83 

31-12-83 


Rs. 

Rs. 

Assets: 

Cash 

10,000 

7,000 

Debtors 

30,000 

50,000 

Stock 

35,000 

25,000 

Machinery 

80,000 

55,000 

Land 

40,000 

50,000 

Buildings 

35,000 

60,000 


2,30,000 

2,47,000 

Liabilities: 

Creditors 

-4o,ooo 

44,000 

Mrs. Ram’s Loan 

25,000 

— 

Loan from P.N. Bank 

*-40,000 

-50,000 

Capital 

^T,25,000 

1,53,000 


2,30,000 

2,47,000 
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During the year a machine costing Rs. 10,000 (accumulated depre¬ 
ciation Rs. 3,000) was sold for Rs. 5,000. The balance of provision 
for depreciation against Machinery as on 1st January 1983 was Rs. 
25,000 and on 31st December 1983 Rs. 40,000. Net profit for the 
year 1983 amounted to Rs. 45,000. 

You are required to prepare cash flow statement after giving 
necessary working notes. 

(M. Com., Rajasthan) 

Ans: Working Notes: 

1. Accumulated Depreciation A/c. 

• Rs. Rs. 

1983 To Machinery A/c. 3,000 1-1-83 By Balance b/d. 25,000 
(Dep. on Machinery 
sold) 

31-12-83 To Balance c/d 40,000 1983 „ P & L A/c. 

Dep. for 1983 18,000 

(Balancing figure) 


43,000 


43,000 


2. Machinery a/c. 

Rs. 

1-1-83 To Balance b/d. 

(Gross) 

80,000+25,000 Dep.= 1,05,000 


1,05,000 


Rs. 

By Bank-sale of 


Machinery 

5,000 

„ ACC. Dep. a/c. 

3,000 

„ P & L Loss on 


sale of Machi¬ 


nery 

2,000 


10,000 

„ Balance c/d. 


55,000 + 40,000 


Dep.= 

95,000 


1,05,000 


There is no purchase of Machinery during 1983. 


3. Net profit for the year 

Add : Dep. on Machinery during 1983 
Loss on sale of Machinery 


Rs. 

45,000 

18,000 

2,000 


Cash from operations 


65,000 
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Solution: Cash Flow Statement during 1983 




Rs. 

Cash balance as on 1-1-83 


10,000 

Add: Cash from operations 

65,000 


Sale of Machinery 

5,000 


Decrease of stock 

10,000 


Increase in creditors 

4,000 


Loan from P.N. Bank 

10,000 




94,000 



1,04,000 

Less: Increase in Debtors 

20,000 


Purchase of land 

10,000 


Purchase of Buildings 

25,000 


Payment of Mrs. Ram’s Loan 

25,000 


Drawings (See note below) 

17,000 




97,000 

Cash Balance as on 31-12-83 


7,000 

Note: 





Rs. 

Capital as on 1-1-83 


1,25,000 

Add: Net profit for the year 1983 


45,000 



1,70,000 

Capital as on 31-12-83 

• 

1,53,000 

Drawings during 1983 


17,000 

Q. 27. What information can you 

provide about the 

‘flow of 

funds’ in XY Co. Ltd. from the data given below: 


Condensed Balance Sheets of XY Co. Ltd. as on Dec. 31 

• 


(figure in thousands of rupees) 

Capitals & Liabilities: 

1983 

1984 

Equity shares 

153 

153 

10% preference shares 

180 

170 

Accumulated Reserve 

420 

485 

Long-term Debt 

215 

185 

Provision for Dividends 

49 

48 
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FUNDS 

Bills payable 

Debt due in one year (Long-term) 
Accounts Payable 
Accrued Expenses 
Reserve for taxation 

Total 

Assets: 

Plant and Machinery 
Less: Depreciation 


Goodwill: 

Advances and Deposits 
Deferred charges 
Cash 

Accounts Receivable 
Bills Receivable 
Inventories 

Total 


36 

38 

33 

34 
36 

1194 


936 

501 

435 

9 

4 

12 

123 

193 

11 

407 

1194 


220 

30 

78 

57 

62 


1488 


97* 

528 

443 

7 

6 

15 

157 

302 

9 

549 

1488 


(A/. Com., (Previous), Allahabad , 1985) 

Statement of Changes in Working Capital 

(Rupees in thousands) 



1983 

1984 Increase Decrease 

A. Current Assets: 

Cash 

123 

157 

Accounts Receivables 

193 

301 

A 

Bills Receivable 

11 

9 

Inventories 

407 

549 

Total A 

734 

1017 

B. Current Liabilities: 



B/P 

36 

220 

Accounts Payable 

33 

78 

Accrued exp. 

34 

57 

Reserve for taxation 

36 

62 

Total B 

139 

417 

C. Working capital (A—B) 

595 

600 5 -• 
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Accum Ulated Reserve a/c. (Equivalent to Profit and Loss 

App. Account) 

Rs. 

To Provision for Dividends By Balance b/d. 

48 „ Net profit (after tax) 

„ Balance c/d. to B/S. 485 (balancing figure) 


Net profit (after tax) 

Add: Depreciation 528—501 
Goodwill written off 9—7 = 

Funds from operations 


Rs. in thousands 
113 
27 
2 


Statement of Flow of Funds 

_ (Rs. in thousands) 


Sources _Rs._ Uses Rs. 

Funds from operations 142 Redemption of pref. capital 10 

Repayment of long-term 

debt • 30 

Payment of Dividends (1983) 49 

Payment of Debt due in one 
year 38—30= & 

Purchase of Plant and 

Machinery 35 

Advances and Deposits 2 

Deferred charges 3 

Increase in working capital 5 

142 142 


Note: 

Net profit (after tax) 113 

Reserve for taxation 62—36= 26 


Profit before tax 


139 
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Q. 28. Examine the uses of funds flow accounting and prepare 
an analytical statement based on the following informations. 

Usha Company 
Consolidated Balance Sheet 



31-12-83 

31-12-84 


Rs. 

Rs. 

Fixed Assets 

2,00,000 

2,80,000 

1,10,000 

Less: Depreciation 

80,000 


1,20,000 

1,70,000 

Current Assets: 

Cash 

40,000 

20,000 

Investments 

Closing Stock 

Sundry Debtors 

20,000 

1,20,000 

60,000 

2,00,000 

80,000 

Total Assets 

3,60,000 

4,70,000 

Capital and Liabilities: 

Equity Capital 

Reserve Funds 

1,00,000 

1,60,000 

1,00,000 
2,20,000 
60,000 
50,000 
10,000 
30,000 

Debentures 6% 

Sundry Creditors 

Bills payable 

Other Current Liabilities 

40,000 

40,000 

20,000 


3,60,000 

4,70,000 


(M. Com., (Previous), Allahabad, 1984) 


Ans. Statement of changes in 

1983 

working capital (Rs.) 

1984 Increase Decrease 

A. Current Assets: 

Cash 

Closing stock 

S. Debtors 

40,000 

1,20,000 

60,000 

20,000 

2,00,000 

80,000 


Total A 

2,20,000 

3,00,000 


B. Current Liabilities: 
S. Creditors 

B/P. 

Others 

40,000 

40,000 

20,000 

50,000 

10,000 

30,000 


Total B 

1,00,000 

90,000 


C. Working Capital 
(A—B) 

1,20,000 

2,10,000 

90,000 — 
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Rs. 

Reserve Fund as on 31-12-84 

2,20,000 

Reserve Fund as on 1-1-84 

1,60,000 

Net profit (after tax) 1984 

60,000 

Add: Depreciation 1,10,000—80,000 

30,000 

Funds from operations 

90,000 


Funds Flow Statement 


Sources 


Rs. Uses 


Rs. 


Funds from operations 90,000 
Issue of Debentures 60,000 

Sale of Investments 20,000 


Purchase of fixed assets 80,000 
Increase in working capital 90,000 


1,70,000 


1,70,000 


i 



15 

Marginal Costing 


Q,. 1. Sales 10,000 units @ Rs. 20 per unit. Variable cost Rs. 10 
per unit. Fixed Cost Rs. 80,000. 

Find out Break-even point in units as well as in amount and also 
profit earned, what should be the sales for earning a profit of 

Rs. 60,000. ( B.Com ., A.P. Open University , August 1987 ) 

Ans. 

Working Notes: 

Contribution per unit=20—10=Rs. 10 
P/V ratio=y X 100 = x 100=50% 

Sales Value= 10,000 units at Rs. 20= Rs. 2,00,000. 


Solution: , 

B.E.P. (units) 


B.E.P. (value) 


F 

C. per unit 
,*0^0 . 8,000 units. 


F 

““ P/V Ratio 
=-^^5 = 80 , 000 x 
=Rs. 1,60,000 


100 

50 


Profit=(SxP/v ratio)—F 

= (2,00,000 X 50%) - 80,000 

= 1,00,000—80,000=Rs. 20,000 

F+P _ 80,000+60,000 
bales— p/v fatio 50% 

=Rs. 2,80,000. 

Q,. 2. (a) From the following data, calculate: 

(i) Break-even point expressed in amount of sales in rupees. 
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(ii) Number of units that must be sold to earn a profit of 
Rs. 60,000 per year. 

(iii) How many units are to be sold to earn a net income of 10% 
of sales. 

Rs. 

20 per unit 
11 per unit 
3 per unit 
5,40,000 per year 
2,52,000 per year 
[B.Com. (Hons.), Delhi , 1987] 


Rs. per unit 
20 
14 

Contribution (C) = 6 


Sale price 

Variable manufacturing costs 
Variable selling costs 
Fixed factory overheads 
Fixed selling costs 

Ads. 

Working Notes: 

(a) Sale Price 

Variable Costs 11 + 3 = 


(b) P/V ratio=-~- X 100=^ X 100= 30% 

(c) F=5,40,000 + 2,52,000=Rs. 7,92,000 per year. 

Solution; 

(i) B.E.P. (Sales)= p/v F ^ o -^^ 

i.e., 7,92,000=Rs. 26,40,000 

F+P _ 7,92,000+60,000 

(ii) Sales (units) per u ^ t -6- 

=s 1,42,000 units. 

(iii) Net income is 10% of Sales, i.e., Profit=10% of Sales. 
Formula : 

F+P 

Sales (Value) = p/v fa — 

or P=(SXP/V)-F where P= 10% of S. ' 

Then 

10% S=(S X 30%)—7,92,000 
i.e., 0.1 S=0.3 S—7,92,000 
0.3 S-0.1 S=7,92,000 
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*> c / 


S^ 7 ’ 9 Q 2 f° =Rs. 39,60,000 




Sales (Units) = ^^,— = 1,98,000 units are to be sold to earn 


a net income of 10% of sales. 

Reconciliation: 

Variable Cost 1,98,000 x 14 
Fixed Cost 

Total Cost 
Sales 1,98,000X20 

Profit 


= 27,72,000 

7,92,000 

35,64,000 
= 39,60,000 


3,96,000 10% of Sales. 


Q,. 3. An enthusiastic marketing manager suggests, to his Manag¬ 
ing Director that only if he is permitted to reduce the selling price 
of a product by 20%, he would be able to achieve a 30% increase in 
sales volume. The Managing Director, finding that the sales volume 
increase exceeds in percentage the extent of requested reduction in 
price, gives the clearance. You are given the following information: 

Present selling price per unit Rs. 7.50 

Percent volume of sales 2,00,000 Nos. 

Total variable costs Rs. 10,50,000 

Total fixed costs Rs. 3,60,000 

Assuming no changes in the costs pattern in the coming period. 

(i) Examine the consequences of the managing director’s decision 
assuming that 30% increase in sales is realised. 

(ii) At what volume of sales can the present quantum of profits 
be sustained, after effecting the price reduction? 

[ B.Com . (Hons.), Delhi , 1987] 

Ans. 

Working Notes: 

Present Profitability: 

Rs. 

Sales 2,00,000 No s. at Rs. 7.50 = 15,00,000 

Variable Cost 10,50,000 


Contribution 
Less: Fixed Costs 

Profit 


Variable Cost per Unit 1 


4,50,000 

3,60,000 

90,000 


JO, 50000 

2,00,000 
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Solution, (i) Price reduction by 20% i.e., New Selling Price 


7.50—20%=Rs. 6.00 

New Sales Volume = 

Profitability : 

Sales 2,60,000 X 6 
Variable Cost 2,60,000 X 5.25 

Contribution 2,60,000x0.75 
Less: Fixed Costs 


2,00,000+30% 

2,60,000 Nos. 

Rs. 

= 15,60,000 

= 13,65,000 


1,95,000 

3,60,000 


Less 


(-) 1,65,000 


The Proposal will result into a loss of R$. 1,65,0 00. Hence it 
should not be accepted. 

(ii) Sales (units) = c _ pj uiiu 


3,60,000+90,000 

0.75 


6,00,000 Units. 


are to be sold to get the Present Profit of Rs. 90,000. 
Reconciliation: 

Sales 6,00,000X6 . — 

Variable Cost 6,00,000 X 5.25 “ 


Rs. 

36,00,000 

31,50,000 


Contribution 6,00,000x0.75 
Less: Fixed Costs 


4,50,000 

3,60,000 


Profit 


90,000 


Q,. 4. The Sales Turnover and Profit during the periods were as 

f0 " 0WS: Rs. Rs- 


p jod . ! _ Sales 20 lakh Profit 2 lakhs 

Period: II - Sales 30 lakh Profit 4 lakhs 

Calculate: (i) P/V Ratio; (ii) The sales required to earn a profit 

of Rs. 5 lakhs. (g .Com., A.P■ Open University, December 1986) 

Ans. _ 


Period 

II 


Sales 
30 lakhs 


Profit 
4 lakhs 


I 

Difference 


0 


10 


yy 


yy 


2 _ „ 
2 „ 
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P/Vjratio= 


C ha n ge in pro fit 
Change in sales 


= -^-x 100=20% 

(ii) Variable cost is the complement of P/V ratio i.e. 
= (100% — P/V ratio) x Sales. 

= (100% —20%)=80% of sales. 


Bs. in lakhs 


Sales = 20 

Variable Cost 80% x 16 

Contribution 4 

Profit 2 

Fixed cost 2 


Or 

: S-V=F+P 
v 20-80% of 20=F+2 
F=20—16 —2=Rs. 2 lakhs. 

Sales required to earn a profit of Rs. 5 lakhs 
_ F + P 
P/V ratio 


• 4. : __ Rs. 2 lakhs+Rs. 5 lakhs 

• 20 % :• 

Rs. 7 lakhs . 

“--=Rs. 35 lakhs. 

:;V. . *. 20% / • . . . . 

ft. 5. The Bombay Radio Company manufactured and sold 
10,000 radios last year at a price of Rs. 500 each. The cost structure 
per radio is as follows: - 


Materials 100 

. Labour 50 

• Variable overhead 25 

Marginal cost 175 

Fixed overheads 200 

Total 375 

Profits ... 125 


Sales Price t: ' 500 
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Due to heavy competition prices have to be reduced to Rs. 425 
for the coming year. Assuming no change in costs, state the number 
of radios that would have to be sold at the new price to ensure the 
same amount of total profits as the last year. 

( B.ComA.P. Open University , December 1986) 


Ans. 


Profit 

F 

New c. per unit 
Sales (Units) 


= 125 x !0,000=Rs. 12,50,000 last year 

= 10,000 x 200=Rs. 20,00,000 

= 425—175=Rs. 250 

_ F+P 
C. per unit 

20,00.000+12,50,000 

250 

= 13,000 Radios, to be sold. 


Q,. 6. There are two similar plants under the same management. 
The management desires to merge these two plants. The following 
particulars are available: 

Plant-I Plant-II 


Capacity operation 
Sales 

Variable costs 
Fixed costs 


100% 60% 

Rs. 300 lakhs — Rs. 120 lakhs 
Rs. 220 lakhs — Rs. 90 lakhs 
Rs. 40 lakhs — Rs. 20 lakhs 


You are required to calculate: 

(i) What would be the capacity of merged plant to be operated 
for the purpose of Break-even? and 

(ii) What would be the profitability on working at 75% of 
merged capacity? 

{B.Com ., A.P. Open University , December 1986) 


Ans. 

First, Plant II figures should be converted at 100% capacity: 

Rs. in lakhs 

Sales 120x~-= 200 

100 

Variable cost 90 x-^q = ^ 


Fixed cost same 


20 
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(i) Statement of Break-even point. 


(Rs. in lakhs ) 

Particulars 

Plant I Plant II 


Merged plant 

Sales 

300 200 


500 

Variable cost 

220 150 


370 

Contribution 

SO 50 


130 

P/V ratio= 

1*100- 

s * 100 



= 26% 


B.E.P. = 

F 

404-20= 60 lakhs 

P/V Ratio 


26% 


=Rs. 230.76923 lakhs. 

For 500 lakhs—100% capacity of Merged plant 
For 230.76923 lakhs— ? 

- ™ X 100=46.153846% 

i.e. 46.16% capacity of merged plant is to be operated for BEP. 

(ii) 75% of merged capacity 

=75% of 500=Rs. 375 lakhs sales. 

Profit =(SXP/V ratio)-F 

=(375 X 26%)—60 

= 97.5 —60=Rs. 37.5 lakhs. Profit on working at 
75% of merged capacity. 

ft. 7. A Company budgets for a production of 1,50,000 units. 
The variable cost per unit is Rs. 14 and fixed cost is Rs. 2 per unit. 
The Company fixes its selling price to fetch a profit of 15% on cost. 

(a) What is the break-even point? 

(b) What is the profit-volume ratio? 

(c) If it reduces its selling price by 5%, how does the revised 
selling price affect the break-even point and the profit- 
volume ratio? 

(d) If a profit increase of 10% is desired more than the budget, 
what should be the 9ales at the reduced prices? 

[B. Com. (Hons ), Delhi , 1985] 
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Ads. 

Working Notes: 


Budget Position 

Variable Cost 1,50,000 Units at Rs. 14= 
Fixed Cost 1,50,000 Units at Rs. 2 = 


Rs. 

21,00,000 

3,00,000 


Total Cost 1,50,000 Units at Rs. 16 . = 24,00,000 

Profit at 15% on Cost 15% on 16.00 = 2.40 per Unit 3,60,000 


Sales at 16.00+2.40= 

Units X 1,50,000 Units 


18.40 per 


27,60,000 


Contribution per unit= 18.40 —14.00=4.40 

Solution: 


(a) B:E.P. (Units)- ,. £ Uail - 3 -^-6S,182 Uni.,. . 

C 4 40 

(b) P/V ratio = —Xl00=-yj^-x 100=23.913% 

(c) If it reduces its selling Price by 5% it does affect B.E.P. and 
P/V ratio as follows: 

New Selling Price= 18.40—5%=Rs. 17.48 per Unit 
Variable Cost 14.00 „ „ 


New Contribution 3.48 „ 

New B.E.P. (Units)=^^2.=g 6) 207 Units. 

J.4o 

New P/V ratio = -y^ X 100=,J9 - 91 % 

*' '• 1 . ..'‘C • * • * * 

(d) Budget Profit (as calculated above) ; ■ = 
10% increase. . 

Desired Profit. . 


Sales (Units) 


F + P ^ 3,00,000 4- 3,96,000 

C. Per Unit * 3.48 : - 


Rs. 

3,60,000 

36,000 

3*96,000 




*. 



_6,96,O QQ. 

i r«.-- 3.4S -• • »i s 

=2,00,000 Units. 




Sales (.Value) ;=2,00,000 X; 17*48=Rs. 34,96,000 1 »*Required to 
get the' .desired, Profit of Rs. 3J96,000 at ‘the reduced selling 
Prices. v .,o„ ^ , 
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Q,. 8 (a) A radio manufacturing company finds that while it 
costs Rs. 6.25 each to make component X 285 Q, the same is avail¬ 
able in the market at Rs. 5.75 each, with an assurance of continued 
Supply. 

The breakdown of cost is: 

Materials 
Labour 

Other Variables 

Depreciation and other Fixed Cost 

Rs. 6.25 each 


Rs. 2.75 each 
Rs. 1.75 each 
Re. 0.50 each 
Rs. 1.25 each 


(i) Should you make or buy? 

(ii) What would be your decision if the supplier offered the 
component at Rs. 4.85 each? 

(b) A Company has fixed expenses of Rs. 90,000 with sales at 
Rs. 3,00,000 and a Profit of Rs. 60,000. Calculate the Profit/volume 
ratio. If in the next period, the Company suffered a loss ofRs. 
30,000, calculate the sales volume. 

[B.Com. (Hons), Delhi , 1986) 

Ans. 

(a) (i) Variable Cost of manufacturing Component X 285 Q: 

Per Unit (Rs.) 


Materials 2.75 

Labour , 1-75 

Other Variables 0.50 

Variable Cost 5.00 

Market Price 5.75 


In this case, it is Cheaper to manufacture. 

(ii) Market Price Rs. 4.85 

Variable Cost of manufacturing Rs. 5.00 

In this case, it is cheaper to buy the Component from the 
market. 

(b) Formula: 

Contribution = F + P 

=90,000 + 60,000=Rs. 1,50,000 

P/V ra.io-|- X 100-if» X 100= 50%. 
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In the next Period: 


Sales 


F-Loss __ 90,000 — 30,000 
P/V ratio 50% 


= 60,000 X 


100 

50 


=Rs. 1,20,000 


At the sales volume of Rs. 1,20,000, the Company suffered a loss 
of Rs. 30,000. 

Reconciliation : 


Rs. 

Sales 1,20,000 

Variable Cost 50% 60,000 

(Complement of P/V.ratio) - 

Contribution 60,000 

Less: Fixed exp. . 90,000 


Loss 


(-) 30,000 


Q,. 9. Given the following information: 
Fixed Cost 
Break even sales 
Profit 

Selling price per unit 


Rs. 4,000 
Rs. 20,000 
Rs. 1,000 
Rs. 20 


You are required to calculate: 

(i) Sales and marginal cost of sales, and 

(ii) New break-even point if selling price is reduced by 10%. 

[B.Com . (Pass), Delhi , 1985] 


Ans.. 


Working Notes: 

1. Contribution of B.E.P. = Fixed Cost = Rs. 4,000 

2. P/V ratio=^x 100=^^x100=20% / 

3. Variable Cost=(100%-P/V ratio) X Sales 

= 100% -20% = 80% of sales. 

80% of Rs. 20=Rs. 16 per unit. 

Note: Variable Cost is the complement of P/V ratio. 

Solution: 


(i) (a) Sales required to earn a Profit of Rs. 1,000 
_ F+P _4,0004-1,000 nnA 

“P/V ratio -” ” RS 253000 



599 


MARGINAL COSTING 

(b) Marginal Cost of Sales=80% of 25,000=Rs. 20,000 
(ii) New B.E.P. if selling price is reduced by 10% 

New Selling Price=20—10% of 20 

= 20—2=Rs. 18 per unit 

Variable Cost 16 „ »» 

New Contribution 2 per unit 


New P/V ratio= ^ X 100= 11 1/9% 

New B.E.P. (Units)=^-^-^j^= - L y^-=2,000 1 Units 
New B.E.P. (Value)=2,000 X 18=Rs. 36,000 


or 


4,000 


New B.E.P. (Value) = p/v ^ nT/5% 


4,000 

1/9 


-4,000X—=Rs. 36,000. 


Q. 10. You are given the following data: 

Fixed Costs 

Profit 

Sales 

Variable Cost of Sales 


Rs. 2,000 
Rs. 2,000 
Rs. 10,000 
60% 


Find: (i) Break-even sales; (ii) What should be the sales volume 
to earn a profit of Rs. 6,000, and (iii) Margin of safety when sales 

are Rs. 25,000.? [ B .Com . (Pass), Delhi , 79S5] 


Ans. 

Working Notes: 

Rs. 

Sales 

10,000 

Less: Variable Cost 60% of Sales= 

6,000 

Contribution (C) 

4,000 

Less: Fixed Costs 

2,000 

Profit 

2,000 


P/V ratio=-^x 100=3^- x 100=40% 

Note: Variable Cost is complement of P/V ratio. If Variable 
Cost is 60% of Sales. P/V ratio will be 40%. Both put 
together 100%. Similarly if Variable Cost is 30% of sales, 
P/V ratio will be 70%. 
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Solution: 


(0 Break-even Sales = 


2,000 


P/V ratio 40% 


Rs. 5,000 


00 Sales Volume = ^6,000 =R$ 20>000 

(iii) Margin of Safety=Sales-BE.P. = 25,000—5,000 


=Rs. 20,000. 

Q.. 11. A Company budgets a production of 10,000 units. The 
variable Cost is estimated at Rs. 12 per unit The fixed costs are 
estimated Rs. 40,000. The selling price is fixed to earn a profit of 
25% on cost. You are required to: 

(i) Compute break-even point in terms of units and sales; and 

(ii) Compute how many units must be produced and sold to earn 
a profit of Rs. 60,000. 

[B.Com. (Pass), Delhi , 1986) 

Ans. 


Working Notes: 


Rs. 

Variable Cost 10,000 X 12 = 1,20,000 

Fixed Cost 40,000 

Total Cost 1,60,000 

Profit at 25% on Cost 40,000 


Sales 2,00,000 

Selling Price per Unit= = 20 

Variable Cost per Unit 12 

Contribution (C) per Unit 8 


P/V ratio=-^g-^-x 100=^—11 x 100 = 40% 

Solution: 

(i) (a) B.E.P. (Units)=^—- F „ =^^- = 5,000 Units 

C. per unit 8 

(b) B.E.P. (Sales)= p /V - rat . o ~ =Rs. 1.00,000 

or 

5,000 units at Rs. 20=Rs. 1,00,000 
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o , /,T X F + P 40,000+ 60.000 

(,0 Sales (Units) = cT^TD^-8- 

= 12,500 Units. 

are to be produced and sold to earn a Profit of Rs. 60,000. 

Q,. 12. From the following data, compute Break-even sales and 
■margin of safety: 

Rs. 

Sales 10,00,000 

Fixed Costs 3,00.000 

Profit 2,00,000 

[B.Com. (Pass), Delhi , 1987] 

Ans. 

S—V=F+P 

10,00,000-V=3,00,000 + 2,00,000 

V = 10,00,000-3,00,000—2,00,000=Rs. 5,00,000 

P/V ra,io=^ x .00= 


B.E.P. 


-^^•=Rs. 6,00,000 


P/V ratio 
Margin of safety = Sales—B.E.P. 

. . . = 10 , 00 , 000 - 6 , 00.000 

=Rs. 4,00,000 

Q,. 13. Calculate the break-even point from the following 
figures. 

Rs. 

3,00,000 
75,000 
1,00,000 
60,000 
40.000 
(B.Com. Kerala) 


Sales 

Fixed expenses 
Direct materials 
Direct labour 
Direct expenses 

Ans. 

Sales (S) 

Variable cost: 
Direct Material 
Labour 
Expenses 


Rs. 

3,00,000 


)> 


1,00,000 

60,000 

40,000 


2,00,000 

J,00,000 


Contribution (C) 
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P/V Ratio = -g- X100 


_ 1 , 00,000 1 c/ 

“37007666“ xl0 °- 33 T /o 


Break-even point (value) 


F 

P/V ratio 
75,000 , 75,000 
33$% 33$ X 10U 


=Rs. 2,25,000. 

Q,. 14. From the following information find out the amount of 
profit earned during the year using the marginal costing technique; 


Fixed cost 
Variable cost 
Selling price 
Output Level 

Ans. 


Rs. 5,00,000 
Rs. 10 per unit 
Rs. 15 per unit 
1,50,000 units. 

(j B.Com.y Calicut ) 


Sales 1,50,000 units at Rs. 15 per unit 
Less: Variable cost 1,50,000x10 = 

Contribution 1,50,000x5= 

Less: Fixed cost (F) 


22,50,000 

15,00,000 

7,50,000 

5,00,000 


Profit (P) 


2,50,000 


Q. 15. From the following data, calculate the break-even point: 


Rs. 

Selling price per unit 20 

Direct Material cost per unit 8 

Direct Labour cost per unit 2 

Direct Expenses per unit 2 

Variable overhead per unit 3 

Fixed overheads (total) 20,000 


If sales are 20% above the break-even point, determine the 
net profit. 

(A/. Com., Calcutta) 





603 

MARGINAL COSTING 



Ans. 


Rs. per unit 



20 

Selling price 

Less: Variable cost: 

8 


Direct Material 


Direct labour 

2 


Direct expenses 

2 


Variable overheads 

3 

15 

Contribution 


5 

B.E.P. (Units) c per unit 



= 20,000 _ 4 000 units 


Rs. 

If sales are 20% above B.E.P.: 

Sales 4,000+20%=4,800 units at Rs. 20 


96,000 

P/V ratio =-^“X 



= .Ax 100 

= 

25% 

20 



P=(SxP/V ratio)—F 



.=(96,000 X 25%)-20,000 
=24,000 —20,000=Rs. 4,000 



0. 16. From the following figures, calculate 

the sales required 

to earn a profit of Rs. 1,20,000. 


Rs. 

Sales 

Variable costs 

Fixed costs 


6,00,000 

3,75,000 

1,80,000 

(B.Com. Calicut) 

Ans. 


Rs. 

Sales 

Variable cost 


6,00,000 

3,75,000 

Contribution 


2,25,000 
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P/V ratio = -x 100 


2,25,000 

6,00,000 


X 100 


37.5% 


Sales (Value) = — ~*~ P — 

P/V ratio 


__ 1,80,000+1 *20,000 
37.5% 

3,00,000 

0.375 

=Rs. 8,00,000 sales required to earn a profit of 
Rs. 1,20,000. 

Q. 17. The following figures relate to one year’s working at 100 
per cent capacity level in a manufacturing business. 

Rs. 


Fixed overhead 
Variable overhead 
Direct wages 
Direct Materials 
Sales 

Calculate Break-even point. 
Ans. 


Sales 

Less: Variable cost: 
Direct Materials 
Direct Wages 
Variable Overhead 


1,20,000 

2,00,000 

1,50,000 

4,10,000 

10,00,000 

( B.Com ., Madurai) 


Rs. 

10,00,000 


4,10,000 

1,50,000 

2,00,000 


Contribution 


7,60,000 

2,40,000 


P/V ratio = X 100 

2,40,000 

10,00,000 


X 100=24% i.e. 0.24 


Break-even Point (Value) = 


F 

P/V ratio 
1,20,000 
0.24 


=Rs. 5,00,000. 
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Q,. 18. Calculate the P/V ratio and break-even point from the 
following particulars. 

Rs. 

~ * 5,00,000 

1,00,000 
1,50,000 
( B.Com ., Madurai) 


Sales 

Fixed costs 
Profit 


Ans. 


S-V=F+P 


Or 


C=F+P 

C =P 1,00,000 +1,50,000=R s. 2,50,000 


P/V ratio 


B.E.P. (Value) 


-T x,0 ° 

2,50,000 
5,00,000 
_ F 

P/V ratio 

1,00,000 

50% 


X 100=50% 


■Rs. 2,00,000. 


Q,. 19. You are given the following data for the year 1978 of 
‘X’ Company. 


Variable costs 
Fixed Costs . 
Net Profit 


Rs. 

6,00,000 

3,00,000 

1,00,000 

10,00,000 


■% 
30% 


100 


Find out (a) Break-even point (b) P/V ratio and (c) Margin of 
safety ratio. . • 

(B.Com.y Karnataka) 

Xus. .. . i# 

(b) P/V ratio'is complement .of Variable cost ratio which is 60% 
as given in the question. 

Hence = P/V ratio=100%-60%=40% 

Rs. 

Sales -V r 10,00,000 " • . 

Le's: Variable cost • •* 6,00,000" •’* ' • 

, » - 

* Contribution .. 4 V QO,000 •. i.e. 40 % of sales. 
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(a) B.E.P. (value) 

F 

P/V ratio 



3,00,000 _ 3.00,000 
40% 40 

x 100 


—Rs. 7,50,000. 


(c) Margin of Safety 

(M/S)=Sales-BEP 



= 10,00,000—7,50,000= 

Rs. 2,50,000. 

M/S ratio 

Sales-BEP ^ 
Sales 



10.00,000- 7,50,000 

x 100 


10,00,000 


2,50,000 iaa^^co/ 

10,00,000 X100=125/o 

Q. 20. The following data are obtained from the records of a 

company: 

First year 

Second year 


Rs. 

Rs. 

Sales 

Profit 

80,000 

10,C00 

90,000 

14,000 

Calculate the P/V ratio and break-even point. 

( B.Com ., Calicut) 

Ana. 



Year 

Sales 

Profit 


Rs. 

Rs. 

Second 

First 

90,000 

80,000 

14,000 

10,000 

Difference 

10,000 

4,000 

P/V ratio 

Change in profit ^ 1CQ 

Change in sales 


Variable cost is the complement of P/V ratio. 
Hence variable cost = (100%—40%) X Sales 

= 60% of sales. 

Let us find out fixed cost» ferflows: 

S—V =F-f P 
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B.E.P. (Value) 


P/V ratio 
J22.000 
04 


Rs. 55,000. 


Q,. 21. An analysis of Sultan Manufacturing Co. Ltd. led to the 
following information. 

Fixed cost 
Rs. 


Variable cost 
(% of sales) 


Direct Materials 
Direct Labour 
Factory Overheads 
Distribution Overheads 


32.8 

28.4 

12.6 

4.1 


1,89,900 

.... 58,400 

•General Administration Overheads 1.1 66,700 

Budgeted sales are Rs. 18,50,000. You are required to determine. 

(i) Break-even sales volume: 

(ii) Profit at the budgeted sales volume; 

<iii) Profit if actual sales: 

(a) drop by 10% (b) increase by 5% from budget sales. 

( R Cnm .. Delhi) 


Ans. 

Working Notes: 

Variable cost 

P/V ratio = 100%—79% 

Fixed Costs: 

“Factory overheads 
Distribution overheads 
General Admn. overheads 


21% i.c. 


Rs. 

1,89,900 

58,400 

66,700 

3,15,000 


79% of sales. 
0.21 


Solution: 

(i) B.E.P. Sales volume = p,/^ - 


3,15,000 

0.21 


Rs. 15.0J.0.J) 


{jj) p = (SXP/V ratio)—F 

= (18,50,000 x 21 %)-3,15,000 
= 3,88,500-3,15,000=Rs. 73,500. 
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(iii) (a) Profit if actual sales drop by 10% from budget sales* 
i.e. sales Rs. 18,50,000-10% =Rs. 16,65,000. 

P=(16,65,000 X 21 %)- 3,15,0000 


=3,49,650—3,15,000=Rs. 34,650. 

(b) Profit if actual sales increase by 5% from budget sales 
i.e. sales Rs. 18,50,000 -f 5% = 19,42,500. 

P=(19,42,500x 21 %) —3,15,000 
=4,07,925—3,15,000*= Rs. 92,925. 

Q,. 22. From the following particulars calculate th e P/V ratio. 
Break-even sales and Fixed Costs, Profit Rs. 2,003 which represents 
10% of sales. Margin of safety = Rs. 10,000. 

( B. Com. 9 Osmania ) 

Ans. 


Margin of Safety (M/S) 
i.e. P/V ratio 


P 

P/V ratio 
P 

M/s 


= w =a2ie ' 20% 


or 


i 

6 


Sales 

Variable cost 


= ^r-=Rs. 20,000 

= 100%—20% = 80% of sales. 
= 80% of 20,000 = 16,000. 

S—V=F+P 


20,000—16,000 = F +2,000 

F=20,000-16,000-2,000 • (- 

=Rs. 2,000. 


Break-even Sales 


=Rs. 10,000. 


•V 


P/V Ratio 
2,000 
0.2 

Q,. 23. The sales and profits during two periods are as under: 
Period I Sales Rs. 20 Lakhs-^Profit Rs. 2 Lakhs. 

Period II Sales Rs. 30 Lakhs—Profit Rs. 4 Lakhs. 

Calculate (i) P/V Ratio (ii) The sales required to earn a profit of 
Rs. 5 Lakhs. ^ 1 - * 

' ' ' (B.Com.y Osmania) 
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Ads. 

Period 

II 

I 

Difference 


Sales 

(Rs. in lakhs) 

30 

20 

10 


Profit 

(Rs. in lakhs) 

2 

2 


(i) P/V ratio 


_ Change in Profit 
Change in Sales 

=-j| X 100=20% 


xlOO 


Variable cost =100%-20% = 80% of Sales. 
Let us find out fixed cost. 

S-V=F+P 

Rs. 20 lakhs—(80% of 20=Rs. 16 lakhs) =F-f-Rs. 2 lakhs 

F=20—16—2 —Rs.2 lakhs. 

(ii) Sales —p JvSiT 

_Rs : _2Jakbs+Rj^5 lakhs 
0.2 


= Rs. 35 (lakhs sales required to earn a 
profit of Rs. 5 lakhs. 

Q,. 24. The Bharath Company has just been incorporated and 
plans to produce a product that will sell for Rs. 10 per unit. Pre¬ 
liminary market surveys show that demand will be less than 10,000 
units per year, but it is not yet clear how much less. 

The company has the choice of buying one of two machines, 
each of which has a capacity of 10,000 units per year. Machine A 
would have fixed costs of Rs. 30,000 per year and would yield a 
profit of Rs. 30,000 per year if sales were 10,000 units. Machine B 
has a fixed cost per year of Rs. 16,000 and would yield a profit of 
Rs. 24,000 per year with sales of 10,000 units. Variable cost behave 
linearly for both machines. 

You are required to calculate: 


(a) Break-even sales for each machine. 

(b) The sales level where both machines a*e equally profitable. 

(c) The range of sales where one machine is more profitable 
than the other. 

(A/. Com., Utkal , 1980 & B Com ., Punjab , April 1983) 
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Ans. 


Machine ‘A* Machine ‘B* 


Fixed Costs 
Profit 


Rs. Rs. 

30,000 16,000 

30,000 24,000 


Contribution 


60,000 40,000 


Sales »0,000 X 10.00 1*00,000 

Variable Cost—Sales—Contribu¬ 
tion 40,000 


1,00,000 

60,000 


P/V ratio = S g — X 100 


C inA <=0.000 
or —x 100- ljOO COO 


(a) Break-even Sales 


x 100 
= 60% 


40,000 

1,00,000 


x 100 


Rs. 


=40% 

Rs. 


=. F 50>000 


P/V ratio 60 4 


Selling Price per unit 10 

Variable Cost per unit 4 


l^-=Rs. 40,000 

10 

6 


Contribution per unit 



4 


BEP (units) 


Contribution per unit 


= 30 ^ 00 ^ 5,000 

6 

units 


Equal Contribution 

(b) Sales level where 
both machines are 
equally profitable 
(See note 
for reconciliation) 


A 

4 xRs. 6=Rs.24 

5,004 units 
(BEP+4 units) 
i.e. Rs. 50,040 
Sales. 


(c) Range of Sales: 

Excess in fixed Above 7,000 

cost 30,000—16,000 units ‘A’ is 
—-Rs. 14,000 profitable. 

Less : In 
Variable 
Cost per 


1^59=4,ooo 

4 

units 

B 

6xRs. 4=Rs. 24 

4,006 units 
(BEP4-6 units) 
i.e., Rs. 40,060 
Sales. 


Less than 7,000 
units is 
profitable. 
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unit=6—4=Rs. 2 


14,000 
umts=- ~z - 

= 7,000 


Note: 


A 

B 

Sales 5,004x10 = 
Variable Cost 

50,040 

4,006X10=40,060 

5,004x4= 

20,016 

4.C06X 6=24,036 

Contribution 

30,024 

16,024 

Fixed Costs 

30,000 

16,000 

Profit 

24 

24 


Q,. 25. ABC Ltd., manufactures and markets a single product. 
The following data are available: 

Rs. per unit 


Materials 16 

Conversion (variable) 12 

Dealer’s margin 4 

Selling price .40 


Fixed Cost: Rs. 5 lakhs 
Present sales: 90,000 units 
Capacity utilisation: 60% 

There is acute competition. Extra efforts are necessary to sell. 
Suggestions have been made for increasing the sales: 

(a) By reducing sales price by 5%; (b) By increasing dealers 
margin by 25% over the existing rate. 

Which of these two suggestions you woi/ld recommend, if the 
Co. desires to maintain the present profit? Give reasons. 

(M.Com., Kerala , AprjMay 1982 ) and (CA Final , May 1977) 
Ans. Statement of Present Profit 


Particulars 

Amount 

Rs. 

Per unit 
Rs. 

Sales 90,000 units x Rs. 40 

36,00,000 

40.00 

Variable cost: 

Materials 

14,40,000 

16.00 

Conversion cost (variable) 

Dealer's margin at 10% 

10,80,000 

12.00 

of Sales price 

3,60,000 

4.00 

Total variable cost 

28,80,000 

32.00 

Contribution (S-V) 

7,20.0C0 

8 00 

Fixed cost 

5,00,000 

5.56 

Profit (C-F) 

2,20,000 

2.44 
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Proposal (a): Reducing Sales price by 5% 

New Sales price=40—(5% of Rs. 40)=40—2=Rs. 38 

Dealer’s margin = 10% of Rs. 38=3.80 

Total variable cost per unit=16-f-12+3.80=Rs. 31.80 

Then contribution per unit=S—V=38 —31.80=Rs. 6.20 per 
cent unit Sales (in units) required to maintain the present level 
profit of Rs. 2,20,000 i.e., contribution of Rs. 7,20,000 

= 1 -' 1 ^~ = \A6,\29 units. 
o.ZO 

Proposal (b): Increasing dealer’s margin by 25% over the exist¬ 
ing rate. 

Present rate of margin =10% 

Proposed rate of margin = 10%+ (25% of 10%) 

= 10%+2i%= 12 i°/o of the sale price 
= i.e. Rs. 5 per unit 

Then new variable cost per unit= 164-12+5 = Rs. 33 
Now contribution per unit=40-33=Rs. 7 per unit 
Sales (in units) required to maintain the present level of profit 
of Rs. 2,20,000 i.e. contribution of Rs. 7,20,000. 

■= 7.20,0 0 0 =Rs 1>02)85 7 un its. 


Recommendation: 

The proposal at (b) above is recommended because (i) the 
contribution per unit is higher at Rs. 7.00 as compared to Rs. 6.20 
in the proposal (a) (ii) the sales in units are lower in this case in 
order to maintain the present level of profit. 

O 26. A firm has a selling price of Rs. 6, variable costs of 
Rs. 4, fixed costs of Rs. 1 , 00 , 000 , Debt of Rs. 3,00,000 at 10 per 
cent, and a 50 per cent tax rate. 

If the firm desires an EBIT of Rs. 2,00,000 what level of sales 
must it achieve? 

(hi.Com., Andhra, 1979 ) 


Ans. 

Selling Price per unit 

Less: Variable Cost per unit 


Rs. 

6.00 

4.00 


Contribution per unit 2.00 

Sales (in units)=F-f P =1,00,0004-2,00,000 


Contribution per unit 


2.00 
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; 1,50,000 units at Rs. 6=Rs. 9,00,000 Sales^is to be achieved 
to get the profit of Rs. 2,00,000 ie., EBIT of Rs. 2,00,000. 

n. 


Note: E.B.I.T 

Less : Interest on Debt at 10% on 
Rs. 3,00,000 = 

Profit before Tax 
Less: Tax at 50% 

Profit after Tax 

Q,. 27. From the following information find out: 

(i) Sales at break-even point 

(ii) Profit/Volume (P/V) ratio 

(iii) Margin of safety and 

(iv) Sales required for a profit of Rs. 25,000. 

Present sales (at Rs. 10 per unit) 

Fixed expenses 

Variable expenses, at Rs. 6 per unit. 


Rs. 

2,00,000 

30,000 

1,70,000 

85,000 

85,000 


Rs. 

1,00,000 

30,000 


Ans. 


( B.Com.y Gujarat , Nov. 1981) 
30,000 


F 30,000 T, ne Ann 

0) Sales at B.E.P. p/vTin^ W ^ 75, °°° 

S-V 10-6 xl00= 40% 


(ii) P/V ratio 


x 100 


s ' N,w 10 

(iii) Margin of Safety=Sales -B.E.P. = 1,00,000-75,000 

= Rs. 25,000 

(iv) Sales required for a Profit of 

F + P _3 0,000 -4- 25,000 

Rs. 25,000— p , v ratjo 40% 

55,000 =Rs lj37)500 sa i es . 


40% 


Reconciliation'. 


Sales n/ „ t 

Less: Variable exp. 60% of sales 

Contribution 
Less : Fixed Exp. 


Rs. 

1,37,500 

82,500 

55,000 

30,000 


Profit 


25,000 
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Note: Variable Cost is the complement of P/V ratio i.e. 

100%-40%= 60% of Sales. 

Q,. 28. The following details relate to two concerns manufactur¬ 
ing the same type of product and selling them in the same market: 


Concern A 


Concern B 


Expected sales for 1982 
Expected costs 
Variable costs • 1,20,000 

Fixed costs 15,000 


Expressed net profit 


Rs. 


Rs. 

1,50,000 


1,50,000 

1,35,000 

15,000 

1,00,000 

35,000 

1,35,000 

15,000 


You are required to: 

(a) calculate the Break-even point for each concern. 

(b) state how these two concerns would react to increases and 
decreases in sales. 

(A/. Com., S.V.y 1981) 


Ans. 

Particulars A B 

P/V ratio=^^xl00 


1.50,000-1.20,000 1,50,000-1,00.000 wlAA 

—nso^oo— xl0 ° uom 100 


20 % 


331 % 


(a) Break-even point 

F _ 15,000 
P/V ratio 20% 
= Rs. 75,000 


35,00 0 

335 %' 

= Rs. 1,05,000 


Margin of safety ratio: 

Total Sales —BEP Sales., , nn _ 1,50,000 - 75,000 1,50,000-1,05,000 
Total Sales 1,50,000 1,50,000 

X 100=50% X 100-30% 


(b) In case of increase in sales, B is more profitable as its P/V 
ratio is higher than that of A. After meeting the fixed cost of Rs. 
35,000, the profit of B is 331%. Whereas it is 20% in A after 
meeting its fixed cost of Rs. 15,000. In case of decrease in sales, 
A is more profitable as its fixed cost and BEP are very low. After 
meeting the fixed cost of Rs. 15,000 it will earn profit. Margin of 
safety ratio also is higher in A. 
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Q,. 29. The following are the 
books of a manufacturing company 


particulars extracted from the 
for the year 1975: 

Rs. 


Direct materials 
Direct labour 
Fixed overheads 
Variable overheads 
Sales 


2,05,000 
75,000 
60,000 
1,00,000 
5,00,000 


You arc required (i) to determine its break-even point and the 

margin of safety and (ii) estimate the impact of an increase ot 10/ o 
in fixed overheads and variable overheads on the break-even point 
and the margin of safety. 

(M.Com.f S.V.y 1977) 


Ans. 


Rs. 

Sales 


5,00,000 

Direct materials 

Direct labour 

Variable overheads 


2,05,000 

75,000 

1,00,000 

Marginal cost or 

Total variable cost 


3,80,000 

Contribution 

(S-V) 

Less: Fixed overheads 


1, 20,00J 
60,000 

Profit 


60,000 

p/v r nt!n S “ V x 100= 5,00,000-3,80,000 

X 100 = 24% 

P'V ratio s X100 5,00,000 

(i) Break-even point= 

F 60,000 

P/V ratio 24% 

Rs. 2,50,000 


Margin of safety=Sales—Break-even point 

= 5 , 00 , 000 - 2 ,50,000=Rs. 2,50,000 
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(ii) (a) Impact of an Increase of 10% in Fixed Overheads: 

Rs. 


Sales 

5,00,000 

Direct materials 

2,05,000 

Direct labour 

75.000 

Variable overheads 

# 

1,00,000 

Marginal cost or 

Total variable cost 

3,80,000 

Contribution (S—V) 

Less: Fixed overheads 

1,20,000 

60,0004-10% increase 

66,000 

Profit 

54,000 

i.e., Rs. 6,000 less than 

the original profit. 

P/V ratio S-V -100 5,00,000-3.80,000 

X 100 = 24% 

P/V ratio s X100 5,00,000 


i.e., no change. 

Break-even point p/y ratjo - 24% - Rs. 2,75.000 

i.e., Rs. 25,000 more than the original break-even point. 

Margin of safety = 5,00,000—2,75,000 = Rs. 
25,000 less than the original margin of safety. 

2,25,000 i.e., Rs. 

(ii) (b) Impact of an Increase of 10% in Variable Overheads 


Rs. 

Sales 

5,00,000 

Direct materials 

2,05,000 

Direct labour- 

75,000 

Variable overheads 


(1,00,0004-10% increase) 

1,10,000 

Marginal cost or 

Total variable cost 

3,90,000 

Contribution (S —V) 

1,10,000 

Less: Fixed overheads 

60,000 

Profit 

50,000 


i.e., Rs. 10,000 less than the orginal profit. 
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P/V ratio 1 


S-V 


s xi °°- 5,oo a^ — xio °^ 22% 


i.e., 2% less than the original P/V ratio. 


F _ 60,000 „ „ ^ w 

Break-even P° ,nt= “p/v7^-22%"~ = RS ’ 2 ’ 72 ’ 727 

i.e., Rs. 22,727 more than the original break-even point. 
Margin of safety=5,00,000—2,72,727=2,27,273 i.e., 

Rs. 22,727 less than the original 
margin of safety. 

(iii) (a) Impact of an Increase of 10% in Fixed Overheads 
and 10% Increase in Variable Overheads (combined 
effect of both increases) 


Rs. 


Sales 


5,00,000 


Direct materials 
Direct labour 
Variable overheads 
( 1 , 00 , 000 - 1 - 10 % increase) 


2,05,000 

75,000 

1,10,000 


Marginal cost or total variable cost 


3,90,000 


Contribution (S—V) 
Less : Fixed overheads 
(60,0004-10% increase) 

Profit 


1,10,000 

66,000 

44,000 


i.e., Rs. 16,000 less than the original profit. 

S-V inn 5,00,000-3,90,000 v . 

P/V ratio = x 100=- 5 ^ 060 Xl00 " 22/S 

i.e., 2% less than the original P/V ratio. 

Break-even point = p/v f ra ^-"H =Rs ‘ 3 > 00 ’ 000 

i.e., Rs. 50,000 more than the original break-even point. 
Margin of safety= 5,00.000-3,00,000 =Rs. 2,00,000 
i.e., Rs. 50,000 less than the original margin of safety. 

Q,. 30. X Co. Ltd. has prepared the following budget estimates 
for the year 1982: Rs 

Variable cost per unit 6 

Selling price per unit M* n00 

Fixed expenses: 60,000 
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(I) Calculate: 

(a) Break-even point fir budgeted data, 

(b) Break-even point if\ selling price is increased by 10%, 

(c) Break-even point if fixed c ost is increased by 10%, 

(d) Selling price per unit if Break-even point is brought down to 
12,000 units. 

(Tl) Draw a Break-even chart showing Break-even point for 
budgeted data. 

( B.Com ., Gujarat , April 1982 ) 


Ans. Rs. 

(1) Selling price per unit 10 

Variable cost per unit 6 

Contribution per unit 4 


@ BEP (units) Contribution per unit 
= —= 15,000 units. 

(b) If the selling price is increased by 10%, selling price will be 
Rs. 11. 

Then the contribution per unit will be Rs. 5 per unit (i.e., 

11—6). In this case, 

60 000 

BEP (units)- -^— = 12,000 units. 

(c) Fixed Cost increased by 10% i.e., Fixed Cost will be 
Rs. 66,000. 

BEP (Units) = 6 i^50 = 16,500 units. 

(d) Rs. 11 (see b above) 

(II) Break-even chart 

Total sales is assumed as Rs. 2,00,000 (I.e. 20,000 units at 
Rs. 10). 
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Production and Sales Units 

Q,. 31. The following figures have been taken from a manu¬ 
facturing Company: 

IvS. 

Annual Sales at 100% effective Capacity 1 2.00,000 

Fixed overhead j»00>000 

Total variable costs 6,00,000 

It is proposed to increase the capacity by the acquisition of 30% 
additional space and plant. One result will be to increase fixed over¬ 
head by Rs. 1,00,000 per annum. 

Plot the foregoing on a single break-even chart, and determine 
from the chart at what capacity-utilization the same profit as 
before will be produced after the extensions have been made. 

[B.Com. ( Hons .), Delhi, 1972] 

Verification: 


P/V ratio = 
BEP (Old) = 


S-V.., nn 12.00,0006,00,00° 
__X100- -! 2,00,000 X1UU 


50% 


_F- = 4,00,0 00 =Rs 8,00,000 

P/V ratio 50% 

<"“> - 10 - 00 ' 000 

F + p - ■= 5,00,000 +2,00.000 =Rl , 14 ,00,000 required 
bales— p/v ratjo 50% 

to earn the same Profit of Rs. 2,00,000 as before. 
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Capacity utilisation — *2 00 ? 6 5 5 ~ x 100=116f% 
Ans. 


Break Even Chart 



Q,. 32. From the following calculate B.E.P. and show the same 
on graph paper: 


Rs. Rs. 


Fixed Cost 


40,000 


Variable Exps: 
Materials 
Labour 
Overhead 

Sales 

Units sold 


30,000 
30,000 
20 000 


80,000 

1,32,000 

11,000 


( Meerut , B.Com., 1979) 


Ans. 

P/V ra,io= S -^ Xl00=i^0y|^im = 39,394%. 


BEP = 


Fixed Cost 


40.C00 


P/V ratio 39,394% 

^ units 


= Rs. 1,01,538.46 


1,01,538.46_ 452 \ 

Selling price i.e. 12 * i 
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Q,. 33. The following figures relate to one year’s 
100 per cent capacity level in a manufacturing business: 


working at 


Rs. 


Fixed overhead 
Variable overhead 
Direct wages 
Direct materials 
Sales 


30,000 

50,000 

40,000 

1,00,000 

2,50,000 


Represent the above figures on break-even chart and determine 
from the chart the break-even point. Verify your result by calcula¬ 
tions. 

[B. Com. ( Hons.), Delhi , 1980] 


Ans. 

Calculations: 


A. Sales 


Rs. 

2,50,000 
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B. Variable cost : 

Direct materials 
Direct wages 
Variable overhead 

Total B: 

C. Contributions: A—B: 
Less : Fixed overhead 


Profit 

P/V ratio: C/S x 100 
F/S _ 


BEP ; 


60 000 
: 2,50,000 
30,000 


P/V ratio 24% 


X 100=24% 
Rs. 1,25,000 


8rc*K-Ev«n 0 \*rt 


1,00,000 

40,000 

50,000 

1,90,000 

60,000 

30,000 

30,000 



Q. 34. Following informations are given for the manufacturing 
of a Product: 


Fixed Expenses 

Material 

Labour 

Direct Expenses: 
Fuel 

Carriage Inwards 
Selling Price 


Rs. 4,00,000 
Rs. 10 per unit 
Rs. 5 „ 


Rs. 3 
Rs. 2 
Rs. 40 


»* 

yy 

>> 
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Calculate Break-Even Point in terms of units. Also find out new 
B.E.P. if selling price is reduced by 10% per unit. 

[ B.Com . (Pass), Delhi , 1984] 


Ans. 

Working Notes: 


Selling Price 
Less: Materials 
Labour 

Direct Exp. 3+2= 


10 

5 

5 


Ks. per Unit 
40 


Marginal Cost 


20 


Contribution (C) 


20 


Solution: 

B.E.P. (Units) — a J Uni , - 4 -fflp-20,000 Unit, 


New B.E.P.: 

New Selling Price: 40-10% of 40 = 40-4 = Rs. 36 per Unit 
Marginal Cost 20 „ 

New C. Per Unit 16 ,, 


New B.E.P. 


4,00,000 

16 


=25,000 Units 


Q,. 35. Answer by only (T) for true and (F) for false each of the 
following: 

(i) Fixed Costs are of little value in efficiency ratings because 
they are uncontrollable. 

(ii) Variable costs are fixed per unit of production. 

(iii) The most important purpose of cost accounting is to deter¬ 
mine the cost of a product so that its price may be set. 

(iv) Variable costs are assumed to have a straight-line relation¬ 
ship, though this is not precisely correct. 

(v) Cost centres refer to accounting departments which gather, 

sort and interpret financial data. x _ tf , 

[B.Com. (Hons.), Delhi , 19£1\ 


Ans. 
(0 T. 

(ii) T. 

(iii) T. 

(iv) F. 

(v) F. 
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' Q 36. The Young Hotel has annual fixed costs applicable to 
rooms of Rs. 15,00,000 for a 300-room hotel with average daily 
rooms rates of Rs. 40 and average variable costs of Rs. 6 for each 
room rented. 

The hotel operates 365 days per year. It is subject to an income- 
tax rate of 30 per cent. 

It is required to: 

(i) Calculate the number of rooms the hotel must rent to earn 
a net income after taxes of Rs. 10,00,000, and 

(ii) Compute the break-even point in terms of number of rooms 
rented. 

[B.Com. (Hons.), Delhi , 1982) 


Ans. 

(i) If Net Income after tax is 70-Net Income before Tax 100 

10 , 00 , 00 — ? 


» 


>» 


100 


10,00,000X 7~=Rs. 14,23,571 


Contribution per room per day=40—6=Rs. 34 

F+ P 

No. of rooms to be rented= Contnbu — 


15,00,0004-14,28,571 
_ 34 

= 86,135 rooms are to be rented to 
earn a net income after taxes of 
Rs. 10,00,000 (i.e., 236 rooms 
daily for 365 days are to be 
rented) 


Reconciliation 


Room rent on 86,135 rooms at Rs. 40 per day 
Less: Variable cost 86,135x6 = 


Rs. 

34,45,400 

5,16,810 


Contribution 86,135x34 = 
Less: Fixed expenses 


29,28,590 

15,00,000 


Profit 

Le.s: Income Tax at 30% = 


14,28,590 

4,28,577 


Net Income after tax = 


10,00,013 


15.00.000 


(ii) BEP Contribution 34 


44,118 rooms. 
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Q,. 37. Modern Sports Ltd. has for the past several years 
produced boxing gloves which are sold at Rs. 28 per pair. Higher 
costs in recent years have made management to consider about the 
adequacy of this selling price. 

The labour rate was increased from Rs. 1.75 per hour to 
Rs. 2.25 per hour and the cost of leather has gone up from Rs. 1.10 
to Rs. 2.15 per square foot during the last five years. Fixed expenses 
have increased 25% from the level of Rs. 18,000 five years ago. 
Over the same period variable overhead has increased 30% or 
Rs. 3 per pair of gloves. Each glove requires 1.5 sq. ft. of leather 
and one hour of direct labour. 

Calculate the selling price that the company has to charge under 
the new cost structure to break-even at the same number of units as 
five years ago. 

[B.Com . (Hons.), Delhi , 1983] 


Ans. BEP Five Years Ago 

Rs. 

Selling price per pair (i.e., one unit) 

28.00 

Direct Material 1.5x1.10 = 

1.65 

Direct Labour 

Variable Overhead 

1.75 

For 30% — increase Rs. 3 

For 100%—? 

10.00 

Variable Cost 

13.40 

Contribution = S—V = 

14.60 


BEP (Units) 


_F__ 18,000 

Contribution per unit 14.60 


1,233 units 


Calculation of Selling Price under the new cost structure: 


Rs. 

Direct Material = 1.5 X 2.15 3.225 

Direct Labour 2.25 

Variable overheads 10+3 13.00 

Variable Cost per Pair (i.e., one unit) 18.475 

Fixed Exp. 18,000+25% 22,500 


BEP (Units) = 


F 

Contribution 


1,223 


units = 


22.500 

Contribution 
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Hence contribution= 


2 2,500 

1,233 


Rs. 18.25 per unit 


New Selling Price=Variable Cost+Contribution 

= 18,475 + 18.25 = 36.725 
say Rs. 36.73 per pair. 


Q,. 38. Acme Manufacturers Ltd., manufacturers of a standard 
article, furnish you with the following data: 

Elements of Cost Percentage to Sales 


Raw materials 
Wages 

Rent, rates, etc. 

Fuel 

General expenses 

During the year, increases 
place as under: 

Fuel 

Raw materials 
Wages 

Rent, rates, etc. 

General expenses 


30 

20 

5 

10 

10 

in the various elements of cost take 

50 % 

30% 

25% 

20 % 

10 % 


It consults you to seek the percentage it must add to the present 
selling price in order to obtain the same percentage of profit on sales 
as before. Kindly advise. 

( M.Com . Finaly Osmania University , January 1981) 


Ans. Selling Price is assumed to be Rs. 100 per unit. 
Then the cost and profit will be follows: 


Raw materials 
Wages 

Rent, rates, etc. 
Fuel 

General Exp. 


Rs. 

30 

20 

5 

10 

10 


Total Cost 75 

Selling Price 100 


25 i.e., 25% on Sales 

-or on Total Cost 

331 % 


Profit 
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Due to increase in the various elements of Cost: 


Rs. 

Raw materials Rs. 30+30% increase 39.00 
Wages Rs. 20+25% increase 25.00 

Rent, rates etc., Rs. 5 + 20% increase 6.00 
Fuel Rs. 10+50% increase 15.00 

Gen. Exp. Rs. 10+10% increase 11.00 


Total Cost 96.00 

Profit at same percentage on Sales 
as before i.e., 25% or 

331% on Total Cost 32.00 


Selling Price 128.00 i.e., increase of 

-Rs. 28 over 

Rs. 100 

Hence, Selling Price is to be increased by 28%. 

Q,. 39. A Company has a P/V ratio of 40 per cent. By what 
percentage must sales be increased to offset— 

(i) 10 per cent reduction in selling price, and 

(ii) 20 per cent reduction in selling price? 

[B.Com. (Hons.), Delhi , 1983] 

Ans. 

Existing: 

Selling Price per unit Rs. 10 (assumed) 

No. of units sold 1,000 units 

Sales 1,000X10= Rs. 10,000 

(i) 10% reduction in Selling Price: 

New Selling Price=10-10% of 10=Rs. 9 per unit 

New Sales Volume= Rs - ^ 0,000 un j ls 


Excess Sales Volume = 1,111 — 1,000= 111 units 
% increase in Sales Volume= X 100= 11.1% 


For 10% i.e., th reduction in Selling Price, the increase 

in sales volume should be 11.1 % i.e., th 

(ii) 20% reduction in Selling Price: 

New Selling Price= 10-20% of 10=Rs. 8 per unit 

New Sales Volume= - ^ S ' = 1,250 units 
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Excess Sales Volume= 1,250-1,000=250 units 
% increase in Sales Volume=p^Q x 100=25% 

For 20% i.e., -yth reduction in Selling Price, the increase in 
Sales Volume should be 25% i.e., -^-th 


Note: In accordance with the above calculations, the following 
table can be prepared: 

For reduction in Selling Price Increase in Sales Volume 

required 


5% i.e.. 

1 

20 

1 : . . 5 o 

79 , - e " 5 19 7 

7 o 

10% i.e., 

1 

10 

-I- i.e., 11 

’ 

1 

12 y % i c., 

1 

8 

y i.e., 14 \ a / 

* 

> 

20% i.e., 

1 

5 

4- i-e., 25% 


25% i.e.. 

1 

4 

-y i.e., 33 

1 

33 -y % i.e., 

1 

3 

Y i.e., 50% 


50% i.e., 

1 

2 

y i.e., 100% 


O. 40. Mansarovar Auto Products 

produce and sell 

two small 

components—P and Q—used in automobiles. 


The details regarding unit income and costs of these 

components 

are as under: 





Products 



P 

Q 



Rs. 

Rs. 

Selling Price 


12 

20 

Direct Materials 


2 

4 

i 

Direct Labour 


z 

l 

A 

Variable Factory Overheads 

2 

4 

A 

Fixed Factory Overheads 

2 

4 

Total Cost of Goods Sold 

8 

13 

Gross Profit per unit 

4 

7 
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Factory overheads, both fixed and variable, have been accounted 
for on a machine-hour basis. 

As far as can be determined, the sales outlook is such that the 
plant could operate at full capacity either or both products. Botn r 
and Q are processed through the same cost centre. Selling costs are 
all fixed. 

Which product should be preferred? Give a brief explanation in 
support of your answer. 

[B.Com. (Hons.), Delhi , 1983] 


Ans. Statement of Comparative Contribution 


Particulars 


P 

Rs. 


Selling Price 

Direct Materials 

Direct Labour 

Variable Factory Overheads 

Total Variable Cost 

Contribution per unit (S —V) 


12 


2 

2 

2 


Q 

Rs. . 


20 


4 

1 

4 

9 

11 


Machine hours required for 
producing one unit (assumed 

based on variable factory overhead 
which has been accounted for on a 

machine-hour basis) 1 2 

0 

r. Contribution __ 6 _ ^ s <- n 

Profitab.lity^ R — fac — ■ :e - T =Rs. 6 T —R *‘ 5 5 ° 

Machine hour 

Product P should be preferred. Q takes 2 machine hours, 
whereas P takes one machine hour. Based on the machine hour 
which is the key factor, product P is more profitable and hence it 
should be preferred. 

Q,. 41. (A) Summarised figures from a manufacturer's budget 
are as follows: 



630 


RATHNAM’S COST AND MANAGEMENT ACCOUNTING 


Quantity Unit Total 

Units Price 




Rs. 

Rs. 

Sales 

17,500 

180 

31,50,000 

Marginal cost: 

Material 


50 

8,-75,000 

Wages 


45 

7,87,500 

Variable Overheads 


36 

6,30,000 



131 

22,92,500 


Fixed costs are Rs. 5,00,000. You are required to calculate: 


(a) Unit margin. 

(b) Profit/Volume Ratio. 

(c) Total contribution. 

(d) Effect on profit of making and selling a further 2,500 units. 

(e) Additional sales required to produce the same profit with 
unit sales price reduced to Rs. 162 each. 

(B) From the following particulars find out the Selling Price 
per unit if Break-Even point is to be brought down to 9,000 units. 

Rs. 


Variable Cost per unit 
Fixed Expenses 
Selling Price per unit 


75 

2,88,000 

100 


(C) The P/V ratio of a firm dealing in surgical instruments is 
40% and its Margin of Safety is 50% when the sales are Rs. 
2,00,000. Prepare a Marginal Cost Statement. 

( B-Com ., Calicut, March!April 1983) 


Ans. A: _ 

(a) Unit Margin = S—V= 180—131 =Rs. 49 

(b) P/V ratio=^- V X 100= l80 ~^ - 1 - X 100=27.22% 

(c) Total Contribution=»S—V = 31,50,000 —22,92,500 

Rs. = 8,57,500 

(d) Present Profit = C—F = 8,57,500 —5,00,000 

= Rs. 3,57,500 

Add: Contribution on 2,500 units at 

Rs. 49 per unit =Rs. 1,22,500 

Rs. 4,80,000 


Total Profit 
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(e) Revised Contribution per 

unit = 162—131=Rs. 31 

_ . F + P 5,00,000+3,57,500 

Sales (Umts)= Contribution - 31 - 

per unit =27,662 units. 

Additional sales required = 27,662—17,500=10,162 units. 


Rs. 


B:—Variable Cost = 9,000x 75 = 
Fixed Exp. 

Total Cost 


6,75,000 

2,88,000 


9,63,000 


9 63 000 

Selling Price per unit = * 9> qq q "Rs. 107 

Reconciliation: 

Contribution= 107—75=Rs. 32 per unit 
BEP (Units)=-g-= 2,8 33 ° 00 = 9,000 units 

C:—Profit = P/V ratio X M/S ratio xSales 

= 40% X 50% X 2,00,000 = Rs. 40,000 
Variable Cost is the complement of P/V ratio i.e., 100%—40% 

= 60% of sales 


Marginal Cost Statement 

Rs. 


Sales 2,00,000 

Less: Variable Cost 60% of 

Sales = 1,20,000 


Contribution 80,000 

Less: Profit 40,000 


Fixed Cost (balancing figure) 40,000 


Q, 42. From the following data, calculate Break-Even point 
expressed in terms of units and also the new B.E.P. if selling price 
is reduced by 10%: 

Fixed Expenses: 

Depreciation Rs. 1,00,000 

Salaries Rs. 1,00,000 
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Variable Expenses: 

Materials 
Labour 
Selling Price 

Ans. 

Contribution = S—V= 10 —5=Rs. 5 per unit 
BEP (Units) =-^=- QQ 5° 00 =40,000 units 

If Selling Price is reduced by 10 % 

New Selling Piice=10—10% of 10 = Rs. 9 per unit 
New Contribution = 9 — 5=Rs. 4 per unit 

New BEP (Units) = -^= 2 ,00 ^ 000 = 50.000 units. 


Q,. 43. (a) A company produces and sells 100 units of A per 
month at Rs. 20. Marginal cost per unit is Rs. 12 and fixed costs 
are Rs. 300 per month. It is proposed to reduce the price by 20%. 
Find out the additional sales required to earn the same amount of 
profit as before. 

(a) The sales turnover and profit during two periods are as 
under: 

Period I—Sales Rs. 20 lakhs—Profit Rs. 2 lakhs 
Period II—Sales Rs. 30 lakhs—Profit Rs. 4 lakhs 

(i) Calculate P/V ratio. 

(ii) The sales required to earn a profit of Rs. 5 lakhs. 

(B.Com.y Osmanicij Oct. I Nov. 1983) 

Ans. 


Rs. 3 per unit 
Rs. 2 per unit 
Rs. 10 per unit 

lB.Com.y Delhi y 1983 ) 


Rs. 

(a) Sales 100 units at Rs. 20 = 2,000 

Less: Marginal Cost 100 x 12 = 1,200 

Contribution 800 

Less: Fixed Cost per month 300 

Profit for the month 500 


New Selling Price Rs. 20 (-) 20% of 20 

= 20 —4=Rs. 16 per unit. 


•MARGINAL COSTING 


633 


P/V ratio=^— jp X 100- 16 16 12 x 100=25% 

F+P 300+500 „ _ 

Sa|es = p/y rat j o = 25% =Rs. 3,200 or 


200 units at Rs. 16 each 

Additional Sales required = 3,200—2,000=Rs. 1,200 required to 
•earn the same amount of profit of Rs. 500. 


Rs. 

Verification : 

Sales 200 units at Rs. 16 each 3,200 

Less: Marginal Cost 200 x 12 2,400 

Contribution 800 

Less: Fixed Cost 300 

Profit 500 


(b) Period 

Sales 

Profit 


Rs. 

Rs. 

II 

30,00,000 

4,00,000 

I 

20,00,000 

2,00,000 

Difference 

10,00,000 

2,00,000 


P/V ratio — Change > n Profit ,qq_ 2,00,000 iqq_ jq 0 / 
P/V ral, ° Change in Sales X 100 ~ 10,00,000 X 100 “ 20/o 

Variable Cost is the complement of P/V ratio 

= i e.» 100% — 20% = 80% of Sales 

Fixed Cost=S—V — P=20,00,0000 — (80% of 20,00,000)- 

2,00,000=20,00,000-16,00,000- 2,00,000 

=Rs. 2,00,000 

F+P 2.00,000 + 5.00.000 


Sales 


P/V ratio 


20 % 


= Rs. 35,00,000 


required to earn profit of Rs. 5 lakhs. 


Q,. 44. Two competing companies P. Ltd. and Q. Ltd. produce 
and sell the same type of product in the same market. For the 
year ended March 1981 their forecasted profit and loss accounts are 
as follows: 
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Sales 

Less : Variable cost 
of sales 
Fixed Cost 


P. Ltd. 

Rs. Rs. 


3,00,000 

2 , 00,000 

. 50,000 2,50,000 


Q. Ltd. 

Rs. Rs. 

3,00,000 

2,25,000 

25,000 2,50,000 


Estimated Profit 


50,000 


50,000 


You are required to calculate: 

(a) Profit/volume ratio, break-even point and margin of safety 
of each business. 

(b) Sales volume at which each business will earn a profit of 
Rs. 20,000. 

(c) Explain giving reasons which business is likely to earn greater 
profits in the conditions of: 

(i) Heavy demand for the product, (ii) low demand for the 
product. 

( D.Com.y Punjab University, April 1982) 

Ans. 


P. Ltd. 

Q. Ltd. 

Rs. 

Rs. 


Sales 

3,00,000 

3,00,000 

Less• Variable Cost 

2,00,000 

2,25,000 

Contribution 

1,00,000 

75,000 

Less : Fixed Cost 

50,000 

25,000 

Profit 

50,000 

50,000 

c _ v 

(ci) P/V ratio®*—- 

.vmn 3.00.000-2.00,000 vin „ 

\Cl / JL » ▼ 1 Ull v g 

3.00,000 



1 n/ 3,00,000-2,25.000 n 

33 3 /o 3,00,000 Xl0 ° 


= 25% 


T) t* A A L At t A T\ r> A « t Hi - 

F 50,000 25,000 

XJI taiv-tvti* I uiiii- , — -, 0/ 

P/V ratio 33J% 

25% 


= Rs. 1,50,000 

= Rs. 1,00,000 

Margin of Safcty=SaIes- 

-BEP =Rs. 1,50,000 

Rs. 2,00,000 

(b) Sales at a profit of 3 

F+P 


Rs. 30,000 ) 

P/V ratio 
50.030-1-30,000 

25,000+30,000 


33J% 

25% 


=Rs. 2,40,000 

= Rs. 2,20,000 
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(c) Profitability: 

In case of heavy demand for the product, P. Ltd. is more 
profitable as its P/V ratio is higher than that of Q. Ltd. 
After meeting its fixed cost of Rs. 50,000, the profit in P. 
Ltd. will be 33£% whereas it will be 25% in Q. Ltd after 
meeting its fixed cost of Rs. 25,000. 

(ii) in case of low demand for the product, Q. Ltd. is more 
profitable as its fixed cost and BEP are very low. After 
meeting its fixed cost of Rs. 25,000, it will earn profit. 
Margin of Safety also is higher in case of Q. Ltd. 


Q. 45. You are given the following data: 


—-*-* — 

Per unit 

Product A 
Rs. 

Product B 
Rs. 

Direct Material 

40 

35 

Direct labour @ Rs. 5 per hour 
Variable Overhead @ 60% 

20 

25 

direct labour 

12 

15 

Selling Price 

180 

200 


Total labour hours available are 40,000 

Which product would you recommend to be manufactured in the 
factory (a) if time is k ey facto r (b) sales is the key facto r. 

Give reasons in support of your answer. 

(B.Com. t Punjab University , September 1982) 


Ans. 


Statement of Contribution 


Particulars Product 



A 


B 


Rs. 


Rs. 

Selling Price per unit 

• 

180 


200 

Direct Material 

Direct Labour 

Variable Overhead 60% 
of direct labour 

40 

20 

12 


35 

25 

15 

Variable Cost 

72 


75- 

Contribution per 
unit 

108 


125 . 


20 

-d 

25 

Labour hours per unit- 

5 

-*T 

5 
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Contribution per labour hour 


108 

4 


Rs. 27 


125 

5“ 


= Rs. 25 


P/V ratio=?-^X100 

5 


180-72 

180 


x 100 


200-75 

200 


x 100 


=60% =62.5% 

(a) If the time is key factor, Product A should be manufactured. 
It gives the contribution of Rs. 27 per labour hour which is 
higher than that of B. 

(b) If the sales is key factor. Product B should be manufactured. 
It gives higher P/V ratio i.e.. Product ‘B* contributes Rs. 
62.50 for every Rs. 100 sales. 


Q.. 46. Mr. X purchased a plot of land for Rs. 40,000 when the 
general price index was 120. Five years later he sold this for 
Rs. 60,000 when the price index stood at 200. Find out the profit or 
loss on this transaction. 

( B.Com ., Punjab University, September 1983) 

Ans. 


When the Price Index is 120 the Price is Rs. 40,000 

200 .? 


»> 


»» 


>» 


>» 


»* 


200 

120 


Less: Sale Price 


X 40,000= Rs. 66,667 
60,0C0 


Loss on the transaction = 6,667 


Q,. 47. Westinghouse Company, an appliance manufacturer, has 
always sold its products through wholesalers. Last year, its sales 
were Rs. 20,00 000 and its net profit 10% of sales. 

As a result of the increase in appliance sales through depart¬ 
mental stores and mail-order business establishments, the Company 
is considering elimination of wholesalers and selling directly to 
retailers. 

It is estimated that this would result in a 40% drop in sales 
but net profit would be Rs. 1,80,000 due to the elimination of 
middlemen. Fixed expenses would increase from Rs. 2,00,000 to 
Rs. 3,00,000 owing to additional warehouse’s and distribution 
facilities: 

You are required to find out: 

(i) Whether the proposed change would raise or lower the 
break even point in rupees? By how much? Give reason. 
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(ii) What would be the sale volume in rupees which would 
enable Westinghouse to obtain as much profit as it made 

laS ‘ yCar? [B.Com. {Hons.), Delhi, 1981] 


Ans, 


Last year: 


Sales 

Less: Net Profit 10% of Sales 

Total Cost 
Less: Fixed exp. 


Rs. 

20,00,000 

2,00,000 

18,00,000 

2,00,000 

16,00,000 i.e., 80% of Sales 


Variable Cost 
or S—V=F+ P 

i.e., s=V+F + P 

V=S-F-P 

= 20 , 00 , 000 — 2 , 00 , 000 —2,00,000=Rs. 16,00,000 

P/V ratio is the complement of Variable Cost i.e., 100% 80% 

= 20 % 


or 


S^V x ,00 , 20.00.000-16,00.0 00, x100 =20 . /o 


20 , 00,000 

Contribution (S-V) = 20,00,000-16,00,000=Rs. 4,00,000 

F 2,00,000 
20 % 


BEP= 


P/V ratio 
(i) Proposed Change: — 
V = S —F—P 


Rs. 10,00,000 


= 12,00,000-3,00,000—1,80,000=Rs. 7,20,000 i.e., 

60% on Sales of 
Rs. 12,00,000 

P/V ratio=100%-60%=40% 

7 - 5M00 

Hence BEP is lowered by Rs. 2,50,000 (i.e., 10,00,000 7,50,000) 
Reason: Variable Cost is reduced from 80% to 60% of Sales, 
i.e., contribution or P/V ratio is increased from 20% to 40%. 

* ^ F+P - 3,00,000+2,0 0,000^^^ 12 ,50,000 

00 Sales -p/V rati? 40% 

required to obtain the last year’s profit of Rs. 2,00,000. 
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Q. 48. A factory requires 3,C0,G00 numbers of a small item of 
stores every month. At present this item is purchased from outside 
at a price of Re. 1 each. It has now been proposed that this item 
be manufactured in the factory internally for which two alternatives 
are suggested. The cost details of the two alternatives are given 
below: 

Alternativc-I Alternative-Il 

(Semi-automatic (Fully automatic 
Plant) Rs. Plant) Rs. 


Monthly fixed cost 75,000 1,25,000 

Variable cost per unit 0.40 0.25 

As a consultant, which of the following would you advise? 

(a) continue to buy from outside. 

(b) install a semi-automatic plant. 

(c) install a fully automatic plant. 

Give reasons for your decision, indicating the levels at which 
each alternative would be better than the other *^ Com sy > m/) 


Ans. 


Item of cost 


Variable cost 3,00,000 at 
Rs. 0.40 
3,00,OCO at 0.25 
Monthly fixed cost 

Total cost (monthly) 


Statement of Cost 


Alternative-I Alternative- II Purchase 
(Semi-auto- (Fully auto- from 
matic Plant) matic Plant) outside 
Rs. Rs. Rs. 


1,20,000 
75,000 
1,95,000 


75,000 

1,25,000 

2,00,000 


It is advisable to install a semi-automatic plant as the total cost 
per month is the lowest as compared to that of fully automatic 
plant as well as the cost of purchases from outside. 

Levels : 

In the case of fully automatic plant the variable cost per unit 
is less by Rs. 0.15 per unit (i.e 0.40—0.25). But its monthly fixed 
cost L more by Rs. 50,000, (i.e. 1 ,25,000-75 000). In order to com¬ 
pensate the higher fixed costs, it is necessary that 

50, 000 —3 33 333 units are required to be purchased. 

0.15 
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Above 3,33,333 units Fully automatic machine is better, ^^‘iarly 
1,25,000 units to 3,33,333 units Semi-automatic machine is Detier. 
Up to 1,25,000 units: Purchase from outside is better. 


Note: Statement of Comparative Cost for the Abo\e Levels 


Particulars Purchase from 

outside 

Rs. 

Semi-Automatic 

Machine 

Rs. 

Fully-Automatic 

Machine 

Rs. 

I. 1,25 000 Units : 
Variable cost 

Fixed cost 

1,25,000 

50,000 

75,000 



1,25,000 

1,25,000 


//. 3,33,333 Units : 
Variable cost 

Fixed cost 


1,33,333 

75,000 

83,333 

1,25,000 

Total cost 

III. Above 3,33,333 Units 
<i) For Example , 

3,33,340 units: 

Variable cost 

Fixed cost 

2,08,333 

1,33,336 

75,000 

2,08,333 

83,335 

1,25,000 



2,08,336 

2,08,335 
(Lower cost) 


Q.. 49. A Company has a capacity of producing 1,00,000 units 
of a certain product in a month. The Sales Department reports 
that the following schedule of sale prices is possible: 

Volume of Selling Price 
production per unit 

_ Rs, 

60% 0.90 

70% 0.80 

80% 0.75 

90% 0.67 

100 % 0.61 

The variable cost of manufacture between these levels is Re. 0.1 5 
: per unit and fixed cost Rs. 40,000. 
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(a) Prepare a statement showing incremental revenue and 
differential cost at each stage. At which volume of produc¬ 
tion will the profit be maximum? 

(b) If there is a bulk offer at Re. 0.50 per unit for the balance 
capacity over the maximum profit-volume for export and 
price quoted will not affect the internal sale, will you advise 
accepting this bid and why? 

( M.Com „ Utkal y 1980) 

Ans: Statement of Different Cost and Incremental Revenue 


Volume 
of pro¬ 
duction 

1 

Sales 

Value 

2 

Cost of Production 

Profit 

6 

Differ¬ 

ential- 

Cost 

7 

Incre¬ 

mental 

Re¬ 

venue 

8 

Variable 

Cost 

3 

Fixed 

Cost 

4 

Total 

Cost 

5 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

60,000 

54,000 

9,000 

40,000 49,000 

5,000 

— 

— 

70,000 

56,000 

10,500 

40,000 

50,500 

5,500 

1,500 

2,000 

80,000 

60,000 

12,000 

40,000 

52,000 

8,000 

1,500 

4,000 

90,000 

60,300 

13,500 

40,000 

53,500 

6,800 

1,500 

300 

1 ,00.000 

61,000 

15,000 

40,000 

55,000 

6,000 

1,500 

700 


The Profit is maximum i.e., Rs. 8,000 at the level of production 
of 80,000 units. As long as the incremental revenue is more than the 
differential cost, it fetches Profit and Production and Sales can be 
increased. 

Profit is maximum when the excess of Incremental Revenue over 
differential cost is highest as indicated below: 


Volume of 
Production 

Differential 

Cost 

Incremental 

Revenue 

Excess of Incremental 
Revenue over Differ¬ 
ential Cost 

60,000 

— 

— 

— 

70,000 

1,500 

2,000 

( + ) 500 

* 0,000 

1,500 

4,000 

( + ) 2,500 

90,000 

1,500 

300 

(-) 1,200 

1 ,00,000 

1,500 

700 

( —) 800 

Hence the Profit is maximum i.e , Rs. 
production of 80,000 units. 

8,000 at the level ol 

(b) Maximum Capacity 

= 

1 ,00,000 units 

Profitable Capacity 

= 

80,000 units 

Balance available 

= 

20,000 units 


For this quantity, there is an export offer at 50 paise per unit. 
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Profitability Statement 


Particulars 

Internal 

Export 

Total 

Sales Units 

80,000 

20,000 

1 ,00,000 


Rs. 

Rs. 

Rs. 

Sales Value 

60,000 

10,000 

70,C00 

Less: Fixed Cost at 




15 paise per 
Unit 

12,000 

3,000 

15,000 

Contribution 

48,000 

7,000 

55,000 

Less: Fixed Cost 

40,000 

— 

40,000 

Profit: 

8,000 

7,000 

15,000 


As there is a profit of Rs. 7,000 on export sale, the export offer 
can be accepted. 

Note: After meeting the fixed cost in internal sale, so long as 
the export sales price is more than the variable cost it can 
be accepted. In the above case, even if the export offer 
isatl6 paiseperunit.it can be accepted because it is 
more than the variable cost of 15 paise per unit and gives 
contribution of 1 paise per unit i.c., total contribution on 
20,000 units is 20,000x0.01 =Rs. 200. This is extra profit 
earned on export. In addition to the extra profit on export 
sales, the following advantages will accrue to the firm: 

(i) Earning of Foreign Exchange. 

(ii) Goodwill in the Foreign Market. 

(iii) 50% of Foreign Exchange earned can be utilised for import 
of raw materials, plant and machinery etc. 

Q. 50. A firm is working at 50% of its capacity. The current 
sales data are: 

Sales volume 200 quintals 

Selling price Rs. 30 per kg. 

Fixed Costs Rs. 1,00,000 

Profit volume ratio 25 

The sales manager has suggested that the price may be reduced 
by Rs. 5 per kilogram and sales volume would go up by 50%. How¬ 
ever, it would involve an additional sales promotion expenditure of 
Rs. 50.000 per year. The Managing Director has asked you to 
present a comparative profitability statement ai d to give your 
opinion on the sales manager’s proposal. 

[M.Com . (Previous), Allahabad , 1985 ] 
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A ns. 

Working Notes: 

P/V ratio =25 i.e. 25% 

Variable cost = (100% — P/V) X Sales 

o =100%—25% x 30 

} \ \ “75% of 30=Rs. 22.50 per kg. 

i.e. Rs. 2,250 per quintal 

Solution: 

Statement of Comparative Profitability 



Current 

Sales 

Manager’s 

proposal 

Sales Volume (Quintals) 

200 

200 + 50% 

= 300 


Rs. 

Rs. 

Selling price per kg. 

30.00 

• 25.00 

Selling price per quintal 

3,000 

2,500 

Sales Value 200x3,000 = 

6 ,00,000 

7.50,000 

Less• Variable cost at Rs. 2250 

4,50,000 

6.75,000 

Contribution (C) 

1,50,000 

(P/V Ratio 25%) 

1,75,000 

Fixed costs 

1 ,00,000 

1 ,00,000 

Additional Sales promotion 

— 

50,0L'0 

Total F: 

1 ,00,000 

1,50,000 

Profit (C-F) 

50,000 

25,000 


Opinion: Sales Manager’s proposal need not be accepted. 

Q. 51. Sale of a product amounts to 200 units per month at the 
rate of Rs. 10 per unit. Fixed overheads are Rs. 400 per month and 
variable cost Rs. 6 per unit. There is a proposal to reduce prices by 
10 per cent. Calculate present and future P/V ratio and find, by 
applying P/V ratio, how many units should be sold to maintain the 
total profit. 

[A f.Com. (Previous)y Allahabad], 1985] 

Ans. 

Working Notes: 

Present profit 


Contribution =10—6 


Rs. 4 per unit 
Rs. 

800 


Total contribution =200x4 




MARGINAL COSTING 


643 


Less: Fixed overheads = 400 

Profit per month = 400 

Solution: 

Present P/V ratio = ~x 100= x 100=40% 

Future selling price=10—10% = 

Variable cost = 

Future contribution per unit = 


Rs. 

9 

6 

3 


Future P/V ratio=-|- x 100=335% 


Sales (Value) 


F-fP 


P/V ratio 


400+400 
33 * % 


800 

= ^yX"Xl00 = Rs. 2400 


Sales (units) 


2400 


266? i.e 267 units 


are to be sold to maintain the total profit of Rs. 400 per month. 
Note; In a year: 


Sales (Units)= — 


F4P 


C. Per unit 


_4,800+4,800 
3 


3,200 units are to be sold. 


S2 An ^ ri 1 8 1983 the fixed ex P ense s incurred bv 
was Rs. 40,000, the variable cost per unit was Rs. 2 and the 
price was Rs. 10.00 per unit. 


a 


firm 

selling 


At what points of sales has the firm: 

(a) reached the break-even point? 

(b) made a profit of Rs. 30,000? 

[M.Com. (Previous), Allahabad , 1984) 

Ans. 


Contribution per unit=10—2=Rs. 8 
(a) B.E.P. (Units) = 


C. per unit 
40,000 


5,000 units. 
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(b) Sales 


(Units) = 


F + P 

C. per unit 
40,000+30,000 


8 


8,750 units. 


Q,. 53. In 1984-85 the profit position in 
as follows: 

Selling price 
Production cost 
Selling expenses 
Profit 


a work was summarised 

Rs. 50 per unit 
Rs. 40 per unit 
Rs. 4 per unit 
Rs. 6 per unit 


and units were 10,000. 

It was expected that in 1985-86 the production cost would go up 
by 12i% and due to active competition sales would only be 8,000 
units and without variation in total selling expenses. 

The Sales Manager came forward with a proposal that if selling 
price was reduced by 10% and if he was allowed 50% extra selling 
expenses he would be able to push up sales to 12,800 units The 
Production Manager said the production cost would then come 
down by 20% of anticipated cost. Comment analytically on the 
Sales Manager’s proposal. 

(A/.Com., Andhra , 1986) 


Ans. 

Working Notes: 



1984-85 

1985-86 


Actuals 

Expected 

Production & Sales—Units 

10,000 

8,000 


Rs. 

Rs. 

Production Cost at Rs. 40 
„ „ at Rs. 40 

4,00,000 


+ 12i% =Rs. 45 


3,60,000 

Selling exp. 

40,000 

40,000 

Total Cost 

4,40,000 

4,00,000 

Sales 

5,00.000 

4,00,000 

Profit 

60,000 

Nil 


Solution: Sales Manager Proposal: 

Sales 12,800 x (50 —10%) 

= 12,800x45 


1985-86 (Rs.) 
5,76,000 


Production Cost 
45-20%=36x 12,800 


4,60,800 
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Selling exp. 40,000 + 50% = 60,000 

Total Cost 5,20,800 

Profit 55,200 


„ t0 , Sales Manager’s proposal, the Profit would come to 

Ks. 55,200 in 1985-86 as against expected Nil Profit. This is far 

n e ,C r r AoE 0 ’ l,( ? , ,.. It ,s further suggested to try a reduction of 
R s. 5,000 in Selling exp. Then the Profit would come to Rs. 60,200 
which will be higher than the actual Profit earned in 1984-85. Hence 
his proposal can be accepted. 

Q. 54. Alpha Company has a current sales of Rs. 3,00,000. To 
push up sales, the Company is considering a more liberal credit 
policy. The current average collection period of the company is 
25 days. If the collection period is extended, sales increase in the 
following manner. 


Credit Policy 


Increase in Increase in 

Collection Sales 

Period 


X 

Y 

Z 


15 days 12,000 

25 days 27,000 

35 days 47,000 

The Company is selling its product at Rs. 10 each. Average 
per unit at the current level is Rs. 8 and the variable cost per 


cost 

unit 


. . If u ,he company requires a return of 10 per cent on its investment 
which credit policy is desirable? investment, 

(Assume a 300-day year) 

( M.Com.y Andhra 1986) 


Working Notes; 


Contribution per Unit 

P/V ratio =-^- x 100=-^ 
o 10 


Current Position 
Rs. 10—6=Rs. 4 

X 100=40% 


Sales 30,000 X 10 
Less: Variable Cost 
30,000x6 


Rs. 

3,00,000 


1,80,000 


Contribution 30,000x4 = i 2 0 000 

F 1X ed Cost 8-6 =2X30,000 = 60,000 


Profit 10-8=2x30,000 


60,000 
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Q,. 55. A Company is at present working at 90 per cent of its 
capacity and producing 13,500 units per annum. It operates a flexi¬ 
ble budgetary control system. The following figures are obtained 
from its budget: 


Sales 

Fixed expenses 
Semi-fixed expenses 
Vairable expenses 
Units made 


90% (Rs.) 100% (Rs.) 

15,00,000 16,00,000 

3,00,500 3,00,600 

97.500 1,00,500 

1,45,000 1,49,500 

13.500 15,000 


Labour and material cost per unit are constant under present 
conditions. Profit margin is 10 per cent. 


(a) You are required to determine the differential cost of produc¬ 
ing 1,500 units by increasing capacity to 100 per cent. 


(b) What would you recommend for an export price for these 

1,500 units taking into account that overseas prices are much lower 
than indigenous prices? 

lB.Com. (Hons.), Delhi, 1985] 

Ans. 


Working Notes: 


Labour and material Cost is not given in the question. It is ascer¬ 
tained as follows: 




90% 

100 % 



Rs. 

Rs. 

Sales 


15,00,000 

16,00,000 

Less: Profit at 10% 

1,50,000 

1,60,000 

Less: Fixed, Semi-fixed 

13,50,000 

14,40.000 

and Variable exp. 

5,43,000 

5,50,600 

Labour and material Cost 

8,07,000 

8,89,400 

Solution: 

(a) Statement of Differential Cost (Rs.) 

Capacity 

90% 

100 % 

Differential 

LUnits made 

13,500 

15,000 

Cost 

abour and material 




cost 

8,07,000 

8,96,667 

89,667 



(See Note) 


Fixed Exp. 

3,00,500 

3,0').600 

100 

Semi-Fixed exp. 

97,500 

1,00,500 

3,000 

Variable exp. 

1,45,000 

1,49,500 

4,500 

Total Cost 

13,50,000 

14,47.267 

97,267 
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Note: Labour and material cost per unit are constant (as given 
in question) 

~ 8 'i^’sd5 ~ =Rs ' 59 - 7778 P er Unit - 

For 15,000 Units= 15,000 x 59.7778=Rs. 8,96,667. 

(b) Export Price = 15>000 _i3,500 = 1,500 Uniu 

= Rs. 64.85 per Unit is recommended for export 
price for these 1,500 Units. 

Q,. 56. (a) At present the operations of Aravalli Forge Products 
are mainly manual. Under the present method of production, the 
business shows a net income of Rs. 1,000 per month at maximum 
production capacity as thus: 


Sales Revenue 

Rs. 

10,000 

Variable Costs to Make and Sell 

Rs. 

8,000 

Contribution 

Rs. 

2,000 

Fixed Costs to Make and Sell 

Rs. 

1,000 


Rs. 

1,000 


Sales volume can be increased by at least 10 percent if production 
capacity permitted. 

Under consideration is a plan to double the production capacity 
by substituting machinery for manual labour. In case the plan is 
adopted fixed costs would be increased by Rs. 6,000 per month and 
variable costs would be reduced by 75 per cent. 

You are required to give: 

(i) calculations of all costs involved in, and the profitability of, 
the proposed change in manufacturing operations; and 

(ii) arguments for and against the proposed change based on the 
calculations made. 

(b) The Managing Director of Kalinga Food Products Limited 
wants guidance on the advisability of eliminating Product C, one of 
the Company’s several products, as it showed a loss during the past 
year. 
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The loss on Product C was determined as follows: 



Rs. 

Rs. 

Sales Revenue 


3,50,000 

Cost of Goods Sold: 

Direct Materials 

80,000 


Labour: 

Variable 1,50,000 

Fixed 18,000 

Fringe Benefits: 

15% of labour cost 25,200 

1,93,200 


Variable Factory Overhead 

9,200 


Depreciation-Straight-line 

7,100 


Machine Maintenance (Fixed) 

2,000 

2,91,500 

— 

Gross Profit 


58,'00 

Selling and Distribution Expenses: 
Commission on Sales 

25,500 


Salaries (Fixed) 

5,300 


Fringe Benefits—15% of Salaries 
and Commission 

4,620 


Miscellaneous Expenses 

20.630 


Advertising 

26,000 

82,050 

Operating Loss 


23,550 


All costs classified as fixed have been allocated to products and 
no change in them is expected if Product C is eliminated. Advertis¬ 
ing is a direct cost traceable to Product C. 

Revise the statement given above to give the Managing Director 
a better evaluation of the profitability of Product C. 

[B.Com. (Hons.)* Delhi , 1984) 

Ans. 

(a) (i) Cost and Profitability at 200% Capacity by substituting 
Machinery for manual hour. 

Rs. 


Sales 20,000 

Less: Variable Cost 8,000-75% = 2,000 Xdouble 

capacity 4,000 

Contribution 16,000 

Fixed Costs 1,000 4-6,000 = 7,000 


Profit 


u ,000 
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00 Argument for: There is very much improvement in the 
Profitability. Hence the proposal can be accepted. 

Argument against: It is to be seen where there will be a sale of 
Rs. 20,000 per month (i.e., Rs. 2,40,000 in a year) which is double 
the present volume. 

(b) The above data of Product ‘C’ may be put into the form of 
Marginal Costing Technique for the purpose of decision-making: 

Rs. 

3,50,000 
3,11,655 

38,3^5 
26,000 

12,345 


35,895 


(-) 23,550 

If Product ‘C’ is eliminated, there will be no change in fixed 
costs and these have to be allocated to A and B. Even after taking 
the advertising expenses into account. Product C C’ gives a contribu¬ 
tion of Rs. 12,345. Hence it should not be discontinued. 


Sales 

Less: Variable Costs 

Contribution 
Less: Advt. 


Net contribution 

Less: Fixed Costs (allocated) 

Labour Cost 18,000 

Fringe benefits 2,700 

15% on 18,000= 

Depreciation 7,100 

Maintenance 2,000 

Salaries 5,300 

Fringe benefits 15% on 5,300= 795 


Loss 


16 

Budget and Budgetary Control 


Q, 1 The Profitability Statement of Gourmet Co. Ltd., has 
been summarised as given below: 


Sales 

Direct Material 
Direct Wages 
Variable Overheads 
Fixed Overheads 


Rs. Rs. 

15,00,000 

4,50,000 

3,00,000 

1,20,000 

4.40,000 13,10,000 


Profit 


1,90,000 


The budgeted capacity of the Company is Rs. 20.00,000 but the 
key factor is sales demand. It is proposed that in order to utilise the 
existing capacity the selling price of the only product manufactured 
by the company should be reduced by 5%. 

You are required to prepare a forecast statement which should 
show the effect of the reduction in selling price and include any 
charges in cost expected during the coming year. The following 
additional information is given: 

(i) Sales forecast Rs. 19,00,000 (after reduction). 

(ii) Direct material prices are expected to increase by 2%. 

(iii) Direct wage rates are expected to increase by 5% per unit. 

(iv) Variable overheads are expected to increase by 5% per unit. 

(v) Fixed overheads will increase by Rs. 20,000. 

[B.Com. ( Pass) y Delhi , i986) 

Ans. 

Working Notes: 

1. Analysis of Present data: 

Sales Rs. 15,00,000. Capacity Rs. 20,00,000 i.e., Present sales of 
Rs. 15,00,000 is 75% of Capacity. 
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Solution: 


Forecast Statement (Rs.) 


Particulars 

Amount 
at 75% 

Amount 
at 100 % 

Increase 

Direct Material 
Direct Wages 
Variable Overheads 
Fixed Overheads 

Capacity 

4,50,000 

3,00,000 

1,20,000 

4,40,000 

Capacity 

6,00,000 

4,00,000 

1,60,000 

4,40,000 

(same) 

2% 

5% 

5% 

20,000 


Total Cost 
Sales 


Profit 


•'A 


15,00,000 20,00,000 (-)5% 

(p " ce ,. , 

^ ^-5^ AW reducllon) 


Forecast 


6 , 12,000 

4,20,000 

1,68,000 

4,60,000 


16,60,000 

19,00,000 


2,40,000 


Note: The Profit will improve as compared to the Present Profit. 

v 2. For production of 10,000 Electrical Automatic Irons, the 
following are the budgeted expenses: 


Per unit 


Rs. 

Direct Material 60 

Direct Labour 30 

Variable overhead - " 25 

Fixed overhead (Rs. 1,50,000) 15 

Variable expenses (Direct) 5 

Selling Expenses (10% fixed) 15 

Administration Expenses (Rs. 50,000 rigid 

at all the levels of production) 5 

Distribution Expenses (20% Fixed) 5 


Total cost of sale per unit: 160 


Prepare a Flexible Budget for production of 6,000; 7,000 and 
8,000 Irons showing directly marginal cost and total cost. 

( B.Com ., A.P. Open University December , 1986) 

Ans. 

Working Notes: 

Selling exp. 10% Fixed i.e. 10% of 15=Rs. 1.50 X 10,000 units = 
Rs. 15.000 Fixed. 

90% of 15=Rs. 13.50 per unit variable. 

Distribution exp. 20% fixed i.e. 20% of 5=Re. 1 X 10,000 units 
= Rs. 10,000 Fixed. 

80% of 5=Rs. 4 per unit variable. 
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Fixed Costs : 

y 

Rs. 

Fixed overheads 


1,5j,000 

Selling expenses 


15,000 

Admn. expenses 


50,000 

Distribution expenses 


10,000 

2,25,000 


Flexible Budget 

6,000 7,000 8,000 


Production of 

Per 

Rs. 

Rs. 

Rs. 

Irons (Nos.) 

Unit 




(Rs.) 




Direct Material 

60 

3,60,000 

4,20,000 

4,80,000 

Direct Labour 

Variable expenses 

30 

1,80,000 

2,10,000 

2,40,000 

(Direct) 

5 

30,000 

35,000 

40,000 

Prime Cost 

95 

5 70,000 

6,65,000 

7,60,000 

Variable overhead 
Variable Selling 

25 

1,50,000 

1,75,000 

2,00,000 

expenses 

Variable Distribution 

13.50 

81,000 

94,500 

1,08,000 

exp. 

4.00 

24,000 

28,000 

32,000 

Marginal cost 

137.50 

8,25,000 

9,62,500 

1 1,00.000 

Fixed costs 


2,25,000 

2,25,000 

2,25,000 

Total cost 


10,50,000 

11,87,500 

13,25,000 

Total cost per unit 


175.00 

169.64 

165.625 


Q,. 3. The expenses budgeted for production of 10,000 units in a 
factory are furnished below: 

Per Unit 


Rs. 

Materials 70 

Labour 25 

Variable Overheads 20 

Fixed Overheads (Rs. 1,00,000) 10 

Variable Expenses (Direct) 5 

Selling Expenses (10% Fixed) 13 

Administrative Expenses Rs. 50,000 5 

Distribution Expenses (20% Fixed) 7 

Total Cost 155 
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Prepare a flexible budget for the production of (a) 8,000 units, 
(b) 6,000 uniis. Assume that administrative expenses are rigid for all 
levels of production. 

( M.Com ., Andhra , 1985) 

Ans. 

Working Notes: 

'(D Selling expenses: (10% fixed) i.e., 90% Variable 
Variable=90% of 13=Rs. 11.70 per unit 
Fixed: 10% of 13= 1.30x 10,000-= Rs. 13,000 
^2) Distribution exp. (20% fixed) i.e., 80% Variable 
Variable: $0% of 7=Rs. 5.60 per unit 
Fixed: 20% of 7= 1.40 x 10,000=Rs. 14,000 


Solution: 


Flexible Budget 

Production Units 

(a) 8,000 

(b) 6,000 


Rs. 

Rs. 

Materials at Rs. 70 per unit 

5,60,000 

4,20,0U0 

Labour at Rs. 25 per unit 

Variable exp.-Direct at Rs. 5 per 

2,00,000 

1,50,000 

unit 

40,000 

30,000 

Piime Cost 

8,00,000 

6,00,000 

Variable Overheads at Rs. 20 

1,60,000 

1,20,000 

Fixed Overheads 

1,00,000 

1,00,000 


10,60,000 

^ - 8,20,000 

Admn. exp. 

50,000 

50,000 

Cost of Production 

Selling exp. at Rs. 11.70 per unit 

11,10,000 

8,70,000 

-fRs. 13,000 Fixed = 

Distribution exp. at Rs. 5.60 per 

1,06,600 

83,200 

unit-f Rs. 14,000 Fixed 

58,800 

47,600 

Total Cost 

12,75,400 

10,00,800 

/"’/•vet npr T * n 1 1 — 

12,75,400 

10,00,800 

v—OSi pci c mi 

8,000 

6,000 


= 159.45 

= 166.80 


Q,. 4. The following data are available in a manufacturing Com¬ 
pany for an yearly period. 
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Rs. (lakhs) 


Fixed Expenses: 

Wages and salaries 9.5 

Rent, rates and taxes 6.6 

Depreciation 7.4 

Sundry administrative expenses 6.5 

Semi-variable Expenses (at 50% of capacity) 

Maintenance and repairs 3.5 

Indirect labour 7.9 

Sales department salaries etc. 3.8 

Sundry administrative expenses 2.8 

Variable Expenses (at 50% of Capacity) 

Materials 21.7 

Labour 20.4 

Other expenses 7 9 


98.0 


Assume that the fixed expenses remain constant for all levels of 
production, semi-variable expenses remain constant between 45 % 
and 65% of capacity, increasing by 10% between 65% and 80% 
capacity and by 20 % between 80% and 100 % capacity. 

Sales at various levels are: 


Rs. (lakhs) 


50% capacity 100 

60% capacity 120 

75% capacity 150 

90% capacity 180 

100 % capacity 200 


Prepare flexible budget for the year and forecast the 
60%, 75%, 90% and 100% of capacity. 


profits at 


[B.Com. (Hons.), Delhi, 1985] 


Ans. 

Flexible Budget 


(Rs. in 

lakhs) 

Particulars 

Capacity 

For the 
year 
50% 

60% 

Forecast 

75% 90% 

100 % 

A. Fixed Exp. 

Wages 8c Salaries 

9.50 

9 50 

9.50 

9.50 

9.50 

Rent, rates & taxes 

6.60 

6.60 

6.60 

6.60 

6.60 

Depreciation 

7.40 

7.40 

7.40 

7.40 

7.40 

Sundry Admn. exp. 

6.50 

6.50 

6.50 

6.50 

6.50 

Total A 

30.00 

30.00 

30.00 

30.00 

18 i 

Is! 
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B. Semi-Variable exp.: 


( 10 % increase) 

( 20 % increase) 

Maintenance & Repairs 

3.50 

3.50 

3.85 

4.20 

4.20 

Indirect Labour 

7.90 

7.90 

8.69 

9.48 

9.48 

Sales Dept. Salaries etc. 

3.80 

3.80 

4.18 

4.56 

4.56 

Sundry Admn. exp. 

2.80 

2.80 

3.08 

3.36 

3.36 

Total B 

18.00 

18.00 

19.80 

21.60 

21.60 

C. Variable Exp. 






Materials 

21.70 

26.04 

32.55 

39.06 

43.40 

Labour 

20.40 

24.48 

30.60 

36.72 

40.80 

Other exp. 

7.90 

9.48 

11.85 

14.22 

15.80 

Total C 

50.00 

60.00 

75.00 

90.00 

100.00 

Total Cost (A+B+C) 

98.00 

108.00 

124.80 

141.60 

151.60 

Sales 

100.00 

120.00 

150.00 

18C.00 

200.00 

Profit 

2.00 

12.00 

25.20 

38.40 

48.10 


Q,. 5. The ABC Ltd., uses a 3 month time horizon sub-divided 
into monthly intervals. From the information given below prepare a 
cash budget for the period January, February and March and show 
the surplus or deficit of cash (Rs. 5,000). 


l*' 

Nov. 

Dec. 

Jan. 

Feb. 

March 

(1) Sales 

40P 

450 

% 

— 

— 

(2) Estimated Sales 

A 

- • 

500 

600 

700 

(3) Payments (50% of 
current month’s saje) 

_ 


250 

300 

350 

(4) Interest received 

— 

— 

4 

*5 

6 

(5) Sale of Securities 

— 

— 

100 

• 

— 

— 

(6) Other Cash 

Receipts 

_ 

— 

10 

20 

30 

(7) Payroll Payments 

— 

— 

200 

210 

220 

(8) Capital expenditure 

— 

— 

100 

50 

— 

(9) Tax Payments 

— 

— 

100 

— 

1 ■ ■“ 

(10) Dividend Payments 

— 

— 

— 

50 

— 

(11) Interest Paid 

— 

— 

— 

— 

4 

(12) Repayment of loan 

— 

— 

— 

— 

100 

(13) Other cash 

disbursements 


_ 

10 

10 

10 
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Assume 50% of sales are cash sales. The remaining 50 per cent 
be collected equally during the following two months. 

The firm gets 30 days credit from its suppliers. The opening cash 
balance on January 1 is Rs. 10 lakhs. The firm must maintain a 
minimum cash balance of Rs. 5 lakhs. 

(M.Com.y Andhra , 1985) 


Ans. Cash Budget for 3 Months 


Particulars 

Jan. 

Feb. 

(Rs. in lakhs) 
March 

A. Opening Balance 

+ 10 
—-.— -X. 

(-) 48.5 

(-) 56 

B. Receipts: 




Cash Sales (50%) 

250 

300 

350 

Collection from Debtors 

212.5 

237.5 

°75 

(See note) 




Interest reqeived 

4 

5 

6 

Sale of securities 

100 



Other Cash receipts 

10 

20 

30 ' 

Total B 

576.5 

562.5 

661 

Total A + B 

566.5 

514 

605 

C. Payments: 




Payments 50% of 450 




on days credit= 

225 

250 

inn 

Payroll Payments 

200 

210 

JW 

220 

Capital exp. 

100 

50 


Tax Payments 

100 



Dividend Payments 

— 

50 


Interest Paid 

— 


A 

Repayment of loan 

— 

-- 

4 

i nn 

Other Cash disburse¬ 




ments- 

10 

10 

- > 

10 

Total C 

635 

570 

* 634 

D. Closing Balance 




(A+B^C) (- 

) 48.5 

(-) 56 

(-) 29 

Minimum Cash 




Balance 

+ 5 

+ 5 

-4- S 

Surplus 4 - or 

■-- 


i j 

Deficit (—) (- 

-) 53.5 

(-) 61 

(—) 34 
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Note: 


Collection from Debtors 


( Rs . in lakhs) 


Credit Sales (50%) 

Nov. 

200 

Dec. 

225 ' 

Jan. 

250 

Feb. 

300 

March 

350 

Collection: 

Nov. Credit Sales 

Dec. Credit Sales 

Jan. Credit Sales 

Feb. Credit Sales 


100 

100 

112.5 

112.5 

125 

125 

150 

Total: 



212.5 

237.5 

275 


Q,. 6 . Summarised below are the income and expenditure fore¬ 
casts for the months of March to August 1985. 


Month 

Sales 

(all 

credit) 

Rs. 

Purchases 

(all 

credit) 

Rs. 

Wages 

Rs. 

Manu¬ 

facturing 

expenses 

Rs. 

Office 

expenses 

Rs. 

Selling 

expenses 

Rs. 

March 

60,000 

36,000 

9,000 

4,000 . 

2,000 

4,0'0 

April 

62,000 

38,000 

8,000 

-*000, 

1,500 

5,0001 

May 

64,000 

33,000- 

10,000 

4,500 ‘ 

2,500 

4,500 

June 

58,000 

35,000 

8,500 

3,500 

2,000 

3,500 

July 

56,000 

39,000 

9,500 

4,CQ0 

1,000 

4,500 

August 

60,000 

34*000 

8,000 

3,000 

1,500 

4',500 


You are given the following further information: 

(a) Plant costing Rs. 16,000 is due for delivery in July, payable 
10 % on delivery and the balance after three months. 

(b) Advance tax o.f Rs. 8,000 is payable in March and June 

each. •" 

(c) Pcfiod of credit allowed (i) by suppliers. 2 months and (ii) to 

customers 1 month’. • 

(d) Lag in payment of manufacturing expenses: 1/2 month. 

(e) Lag in payment of all Other expenses: 1 month. 

You are required to prepare a cash budget for three months 
starting on 1st May 1985 when there was a cash balance of Rs. 
9,000. 


( M.Com.y Andhra , 1986) 
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Aas. Cash Budget for May 1985 to July 1985 (Rs.) 


Particulars 

May 85 

June 85 

July 85 • 

A. Opening Balance 

9,000 

16,750 

13,750 

B. Receipts: 

Collections from 
Customers 

62,000 

64,000 

. 58,000 

Total A+B 

71,000 

80,750 

71,750 

C. Payments: 




Payment to Creditors 
Wages 

Manufacturing exp. 

Office exp. 

Selling exp. 

Plant 

Advance Tax 

36,000 
8,000 
1,5001 
2,250J . 
1,500 
5,000 

38,000 

10,000 

2,250^1 

1.750J 

2.500 

4.500 

8,000 

33,000 

8.500 
1,7501 

2,000 J 
* 2,000 

3.500 
1,600 

Total C 

54,250 

67,COO 

52,350 

D. Closing Balance 

A + B-C = 

16,750 

13,750 

19,400 

Q,. 7. Prepare a Cash Budget for the quarter April-June, 1986 
from the following data for submission to the Managing Director of 
the company: 

(i) Sales: 


Rs. 


Feb. 

1986- 

-2,00,000 


March 

1986- 

-2,50,000 


April 

1986—3,00,000 — 


May 

1986- 

-34)0,000 


June 

1986—3,20,000 



All the sales are on credit. Half of the dues are collected in the 
month of sale on which a cash discount of 2 per cent is allowed and 
the o'ther half is realised in the next month. 

(ii) Raw materials are purchased for cash on which a rebate of 
5 per cent is offered by the supplier. In case the company opts for 
credit purchase the payment can be deferred by ore month by fore¬ 
going’ the rebate. The next quarter’s purchase Budget is: 
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April Rs. 1,25,000 

May Rs. 1,50,000 

June Rs. 1,80,000 

(iii) Other expenses are expected to be as follows: 



April 

May 

June 


Rs. 

Rs. 

Rs. 

Wages 

30,000 

30,000 

30,000 

Factory overheads 

24,000 

24,000 

25,000 

General overheads 

35,000 

35,000 

35,000 


(iv) The cash Balance on 1st April, 1986 may be taken as Rs 
1,50,000. 

(v) General overheads include Rs. 5,000 for Depreciation Reserve 
and Rs. 5,00) for Bad Debt Reserve. 

[ VI.Com. (Previous), Allahabad, 1935 ] 


Ans. , Cash Budget for the Quarter (Rs.) 


Particulars 

April 86 
Rs. 

May 86 
Rs. 

June 86 

Rs. 

A. Opening Balance 

1,50,000 

2,24,250 

2,99,750 

B. Receipts: 

Collection from 

Debtors (See note) 

2,72,000 

2,97,000 

3,06,800 

Total (A + B) 

4,22,000 

5,21,250 

6,06,550 

C. Payments to: 




Suppliers (with 5% 
rebate) see note 

2 ) 

1,18,750 

1,42,500 

1,71,000 

Wages 

30,000 

30,000 

30,000 

Factory overheads 

24,000 

24,000 

25,000 

General overheads 
(excluding Dep. & 

bad debts reserve 

25,000 

25,000 

25,000 

Total C 

1,97,750 

2,21,500 

2,51,000 

D. Closing Balance 
(A+B-C) 

2,24,250 

2,99,750 

3,*5,550 
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Note: 1. Collection from Debtors 


50% in the month of 
sale 

Less 2% discount 

April 86 

1,50,000 

3,000 

May 86 

1,50,000 

3,000 

June 86 

1.60,000 
3,200 

50% of sale realised 

1,47,000 

1,47,000 

1,56,800 

in the next month 

1,25,000 

1,50,000 

1,50,000 

Total collections 

2,72,000 

2,97,000 

3,06,^00 


2. 5% rebate in a month is foregone if the company opts for 
credit purchase, i.e. 60% rebate per annum. Hence it is advisable to 
avail rebate and pay the suppliers in the same month. Further, cash 
balance is also available. Hence, payment to supplier has been 
shown in cash budget after availing 5% rebate. 

Q,. 8 . Delta Engineering Co. Ltd., operates three sales divisions 
North, South and West—selling three branded products A, B and 
C. You are required to prepare the Sales Budget on behalf of the 
Budget Committee. 

For this purpose the following information has been made 
available: 


Budget Sales for the Current Year 


Product 

North 

South 

west 

A 

4,000 Units 

6,000 Units 

6,000 Units 


@ Rs. 10 

@ Rs. 10 

@ Rs. 10 

B 

3,000 Units 

8.000 Units 

4,000 Units 


@ Rs. 20 

@ Rs. 20 

@ Rs. 20 

C 

2,000 Units 

12,000 Units 

5,000 Units 


($ Rs 40 

@ Rs. 40 

@ Rs. 40 


Actual Sales for the Current Year 


(Based 

on actual sales 

to date and estimated 

sales for the 


remainder of the year) 


Product 

North 

South 

West 

A 

5,000 Units 

8,000 Units 

7,000 Units 


(S> Rs. 10 

@ Rs. 10 

@ Rs. 10 

B 

2,000 Units 

10,000 Units 

5,000 Units 


@ Rs 20 

@ Rs. 20 

@ Rs. 20 

C 

LOOOJJnits 

10,000 Units 

5,000 Units 


@ Rs. 40 

@ Rs. 40 

Rs. 40 


Suggestions and estimates emerging as a result of consultations 
with Divisional Sales Managers are: 

(a) Product A is selling at a higher rate than expected. Market 
surveys have revealed that it is popular and possibly under- 
priced. It is anticipated that, even if the price was increased 
to Rs. 11 per unit, the product would find a ready market. 





(b) Product C is not selling at the expected rate. Market Surveys have revealed that customers feel it to 
be over-priced and the market can absorb more if price is reduced by Rs. 2 per unit. 

The management has agreed that the price changes should be put through. Accordingly, estimates based 
on price changes and on reports from salesmen have been prepared by Divisional Sales Managers and aie as 
follows: 
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Note: As desired in the question, Budgeted Sales for the Current Year and Actual Sales for the Current 
Year are indicated below: 
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!, b 5 5 * r An ® st,m . ate shows that there is a market for 10 , 00,000 
u . n s .°. ?. n electric bell. Two big companies, producing this 
electric bell w,II probably divide 80% of the market Among other 
companies, producing the bell. Ranjini Ltd., should get 15°/ of the 
total market. 60% of Ranjini’s sales will probably ^evenly divided 
between the first and the last calendar quarters of the year, with 
twice as many sales being made in the second quarter as in the third. 

r n ThC SCl,S for Rs ; 60 an un it. with manufacturing costs as 
follows: The cost is worked out with reference to normal working 
capacity for the production which is 1,50,000 bells a year. 

Direct material cost—Rs. 30; Direct labour cost—Rs. 15 

Variable overhead cost—Rs. 5; Fixed overhead—Rs. 2,00,000. 
Prepare a sales budget for the year showing cost of production, and 
gross profit by calendar quarters. Assume no change in the inven¬ 
tory levels during the year. 

(A/.Com., Kerala , Mar.I Apr. 1980) 

AnS ? a ^n«A f u^, anjini L,d - should be 15 % of 10,00,000 i.e., 

1 ,ju,uuu bells 


60/o of 1,50,000 i.e., 90,000 bells evenly divided between first 
and last calendar quarter 
1st quarter 45,000 

last quarter 45,000 

2 nd quarter: 

Balance |,50,000—90.000=60,000x 2/3=40,000 
3rd quarter 60,000x1/3= 20,000 


Total Bells: 1,50,000 


Sales Budget (Rs. lakhs) 


Particulars: 

Prodn. and 

Sales—Units 

1 st 

45,C00 

2 nd 

40,000 

Quarter 

3rd 

20,000 

4th 

45,000 

Total 
1,50 000 

Direct material 

13.50 

12.00 

6.00 

13.50 

45.00 

Direct h.bour 

6.75 

6 .C 0 

3.00 

6.75 

22.50 

Variable overhead 

2.25 

2.00 

1.00 

2.25 

7.50 

Fixed overhead 

0.50 

0.50 

0.50 

0.50 

2.00 

Cost of production: 

23.00 

20.50 

10.50 

23.00 

77.00 

Sales 

27.00 

24.00 

12.00 

27.00 

90.00 

Gross Profit; 

4.00 

3.50 

1.50 

4.00 

13.00 
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0. 10. Prepare a Prodn. Budget for each month and a summaris¬ 
ed Production Cost Budget for the 6-month period ending 31st Dec. 
1980 from the following data relating to Product X: 

(i) The units to be sold for different months are as under: 


July 1980 l’ 100 

Aug. 1 » lc0 

Sept. 1*700 

Oct. 1> 900 

Nov. 2,500 

Dec. 1980 2,300 

Jan. 1981 2,000 


■(ii) There will be no work-in-process at the end of any month. 

(iii) Finished units equal to half the sales for the next month will 
be in stock at the end of each month (including June, 

(iv) Budgeted Production and production cost for the year 
31.12.80 are as follows: 


Production (units) 

Direct material per unit 
Direct wages per unit 
Total factory overhead apportioned 
to product 


Rs. 

22,000 

10.00 

4.00 


88,000 

[M.Com.y Bombay , May 1980 ; 
B.Com. ( Hons .), Delhi, 1982} 


Ans Production Budget for Each Month for 6 Month- 
Period Ending 31 12.80 (units) 


Particulars 

July 80 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 80 

Sales 

1,100 

1,100 

1,700 

1,900 

2,500 

2,300 

Add: Closing st-. ck 







50% of next 
month sales 

5§0 

850 

950 

1,250 

1,150 

1,000 

Total requirements 
Less : Opening stock 

1,650 

550 

1,95 > 
550 

2,650 

850 

3,150 

950 

3,650 

1,250 

3,300 

1.150 

Production Budget 

1,100 

1,400 

1,800 

2,200 

2,400 

2,150 


Total 


11,050 units 
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Summarised Production Cost Budget for 6-Month Period 

Ending 31.12.1980 


Production 11,0^4>units: 

Rs. 

Direct materials at Rs. 10 per unit 1,10,500 

Direct wages at Rs. 4 per unit 44,200 

88 000 

Factory overhead ^^ qqq = 4 P er unit 44,200 


Total cost at Rs. 11 per unit 1,98,900 

Q,. 11. The following expenses are incurred in a factory for the 
months of January and February in a particular year. 



January 

February 


Rs. 

Rs. 

Wages 

16,000 

20,000 

Salaries 

10,000 

12,000 

Factory expenses 

14,000 

16,000 

Calculate the budgeted Cash 

outflow for the month of February 


taking into account that: 

(a) Wages are paid every week. 

(b) Salaries are paid every month. 

(c) Time lag in Factory expenses is 1 month. 

( B.Com , Calicut ,* March/April 19S3) 

Ans. Calculation of Budgeted Cash Outflow during February 


Rs. 

Wages: Last week of January paid in 

February J x 16,000 4,000 

Three weeks of February paid in February 

only 2x20,000 15,000 

19,000 

Salaries (assumed as payable on last day 

of February) 12,000 

Factory exp. (i x 14,000)+(Jx 16,000) 15,000 


Budgeted Cash outflow during February 46,000 


Q,. 12. A Firm expects to have Rs- 30,000 in Bank on 1st May 
1980 and requires you to prepare an estimate of the cash position 
during the three months May to July 1980. The following informa¬ 
tion is supplied to you. 



BUDGET AND BUDGETARY CONTROL 


667 


Month 

Sale Parch ises Wages Factory Office filing 

expenses expenses expenses 

Rs. Rs. Rs- Rs- Rs- Rs _ 

March 

40,000 

24,000 

6,000 

3,000 

4,000 

3,000 

April 

46,000 

28,000 

6.500 

3,500 

4,000 

3,500 

May 

50,000 

32,000 

6,500 

4,000 

4,000 

3,500 

June 

72,000 

36,000 

7,000 

4,400 

4,000 

4,000 

July 

84,000 

40,000 

7,250 

4,250 

4,000 

4,000 


Other information: 

(i) 25 per cent of the sale is for cash, remaining amount is 
collected in the month following that of sale. 

(ii) Suppliers supply goods at two months credit. 

(iii) Delay in payment of wages and all other expenses one 
month. 

(iv) Income tax of Rs. 10,000 is due to be paid in July. 

(v) Preference share dividend of 10 per cent on Rs. 1,00,000 

is to be paid in May. . 

(B.Com ., Punjab University . September 1982 ) 


Ans. 


Estimate of Cash Position of Ca«h Budget 
for 3 Months May to July 1980 


Particulars 

May SO 

Rs. 

June 80 

Rs. 

July 80 
Rs. 

A. Opening Balance 

30,000 

25,500 

35,000 

B. Receipts: 

Cash Sales 

12,500 

18,000 

21,000 

Debtors (for credit sales) 




75% of April sales realised 
in May 80 i.e., 75% of 
46,000 

34,500 

37,500 

54,0 '0 

Total B 

47.000 

55,500 

7 5,000 

Total (A + B) 

77,000 

81,000 

1 ,10,000 
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C. Payments : 


Sundry Creditors 


March Purchases paid 
in May 80 and so on 
Wages—one month delay 
Factory exp. 

Office exp. 

Selling exp. „ 

Income Tax 

Preference Share Dividend 
10 % of 1,00,000 

Total C 

Closing Balance (A-fB-C) 


24.000 

28,000 

32,000 

6,500 

6 500 

7,000 

3,500 

4,000 

4,400 

4,000 

4,0C0 

4,000 

3,500 

3,500 

4,000 

— 

— 

10,000 

10,000 


' 

51,500 

46,COO 

61,400 

25,500 

35,000 

48,600 


Q. 13. With the following data for a 60% activity prepare a 
flexible budget for production at 80% and 100% capacity: 

Production at 60% activity 780 units 

Materials Rs. 150 per unit 

Labour Rs. 50 per unit 

Expenses Rs. 10 per unit 

Factory Expenses Rs. 46,800 (50% fixed) 

Administrative Expenses Rs. 62,400 (75% fixed) 

[B. Com. ( Hons .), Utkal, 1981] 


Ans: 

Factory expenses: 50% of 46,800=Rs. 23,400 Fixed. 
Balance 46,800 —23,400 = 23,400 =Rs. 30 per unit 

-units (Variable) 

780 

Admn. exp. = 75% of 62,400=Rs. 46,800 Fixed. 
Balance 62,400 —46,840 = 15,600= Rs. 20 per unit 

-units (Variable) 

780 



Flexible Budget for Production at 80% & 100% Capacity. 

Capacity 


80% 

1,040 

1,56,000 


Elements Cost 

Production—Units 
Materials at Rs. 150 per unit 


100 % 

1,300 

1,95,000 
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Rs. 

Rs. 

Labour at Rs. 50 per unit 

Expenses atRs. 10 per unit 

52,000 

10,400 

I 

1 —On 

1 w - 

1 O O 

1 oo 
o o 

Prime Cost at Rs. 210 per unit 2,18, 4 00 

Factory expenses: Rs. 23,400 Fixed 

+ Rs. 30 per unit Variable 54,600 

2,73,000 

62,400 

Factory Cost 

Admn. Exp. Rs. 46,800 Fixed-F 
Rs. 20 per unit variable 

2,73,000 

67,600 

3,35,400 

72,800 

Cost of Production 

3,40,600 

4,08,200 

Q. 14. Janta Scooter Mfg. Co. manufactured and 
scooters in the year 1981. The following information 
from company’s records for the year’ 81: 

sold 2,000 
is available 

Rs. 

Materials 

Direct wages 

Factory overheads 

Administration overheads (fixed) 

Selling & Distribution overheads: 


25,00,000 

16,00,000 

4,00,000 

3,00,000 

Fixed 80,000 

Variable 1,20,000 

2 ,00,000 

Total cost 

Sales 


50,00,( 00 
60,00.000 

Profit: 


10 ,00,000 


For the year 1982, it is estimated that: 

1. The output and sales will be 3,000 scooters. 

2. Each scooter will require materials to the value of 
Rs. 1,300 and an expenditure in wages Rs. 1,000. 

3. Factory overheads will bear same percentage to direct 
wages as in previous year. 

4 . Administration overheads will be unaffected by rise in 
output. 

5. Variable selling and distribution overhead per unit will 
remain unchanged but fixed selling and distribution over¬ 
head will increase by Rs. 70,000. 

6 . Selling price of scooter will increase by 10 % per scooter 
as compared to previous year. 
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Prepare (i) a statement showing total as well as per unit cost 
and profit for 1981 and (ii) a statement showing estimated profit for 
the year 1982. 

KB.Com , Gujarat , April 1982) 


(i) and (ii) Statement of Profit for 1981 and 
Estimated Profit for 1982 


Particulars 


1981 (Actuals) 

1982 (Estimated) 

Manufacture and sales 

Per unit 

2,000 Scooters 

3,000 Scooters 


Total Per unit 

Total 


Rs. 

Rs. 

Rs. 

Rs. 

Sales (S; 

3,000 

60,00,000 

3,300 

99,00,000 

Materials 

1,250 

25,00,000 

1,300 

39,00,000 

Direct Wages 

800 

16,00,000 

1,000 

30,00,000 

Factory overheads 35% of 

Direct Wages 

200 

4,00,000 

250 

7,50,000 

Variable S & D overheads 60 

1 ,20,000 

60 

1,80,000 

Total Variable Cost (V) 

2,310 

46,20,000 

2,610 

78,30,000 

Contribution (S —V) 

690 

13,80,000 

690 

20,70,000 

Administration overheads 




(Fixed) 

150 

3,00,000 

100 

3,00,000 

Fixed Selling & Distribution 



overheads 

40 

80,100 

50 

1,50,000 

Total Fixed overheads (F) 190 

3,80,000 

150 

4,50,000 

Profit (C-F) 

500 

10 ,00,000 

540 

16,20,000 



(as given in 


(Estimated 



the question) 


Profit of 





1982) 


Q.« 15. East and West Enterprises is currently working at 50% 
capacity and produces 10,000 units. Estimate the profits of the 
Company when it works at 60% and 70% capacity. 

At (0% capacity the raw material cost increases by 2% and the 
selling price falls by 3%. At 70% capacity the raw material cost 
increases by 4% and selling price falls by 5%. 

At 50% capacity working the product costs Rs. 1 80 per unit and 
is sold Rs. 200 per unit. 
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The unit cost of Rs. 180 is made up as follows 
Material Rs* 100 

Wages Rs. 30 

Factory overhead Rs. 20 (40% fixed) 

Administration overhead Rs. 30 (50% fixed) 

(3 Com , Punjab University , April 1982) 


Ans: Flexible Budget—Estimate of Profits of the Company 

Estimate 


Particulars 


Existing 


•Capacity 

Production & Sales—Units 


Selling Price per unit (S) 

Material Price per unit 
Wages per unit 
Variable Factory overhead 
60% of 20 = 

Variable Admn. overhead 
50% of 30 = 

Variable Cost per unit (V) 
Contribution per unit (S —V) 


Total Contribution 10,000x43 
Less : Fixed Overheads: 

Factory Overheads 

40% of 20 = 8 X 10,000= 80,000 

Admn. Overheads 

50% of 30=15X10,000=1,50,000 

- 2,30,000 


50% 

60% 

70% 

10,000 

12,000 

14,000 

Rs. 

Rs. 

Rs. 

200 

194 

190 

100 

' 102 

104 

30 

30 

30 

12 

12 

12 

15 

15 

15 

157 

159 

161 

43 

35 

29 

4,30,000 

4,20 000 

4,06,000 


2,30,000 2,30,000 


Profit 2,00,000 1,90,000 1,76,000 

Note: 200— 180 = Rs. 20 Profit per Unit X 10,000 = Rs. 2,00,000. 
Existing Profit is reconciled. 

Q.. 16 . A mechanical toy factory presents the following informa- 
t on for the year 1979. 

Rs. 


Material cost 
Labour cost 
Fixed overheads 
Variable overheads 

Units produced 15,000 

Selling price per unit 


1,20,000 

2,40.000 

1.20,000 

60,000 

40 
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The available capacity is a production of 20.000 units per year. 
The firm has an offer for the purchase of 5,000 additional units at a 
price of Rs. 30 per unit Tt is expected that by accepting this offer, 
there will be a saving of Re. 1 per unit in material cost on all units 
manufactured; the fixed overheads will increase by Rs. 20,000 and 
the overall efficiency will drop by 3% on all production. 

Prepare a statement showing the variation of net profit resulting 
from the acceptance of the order. 

(B Corn., Punjab University , April 1981 ) 

Ads. Statement of Comparative Profitability 


Particulars 

Present Position 

After acceptance 
of offer of 5,000 
units 

Production & Sales—units 

15,000 

20,000 


Rs. 

Rs. 

Sales value 15,000x40 
6,00,000 F (5,000x30) 

6 ,00,000 

7,50,000 

Material cost i.e., Rs. 8 per 



unit 

1 ,20,000 


8 —1 saving=Rs. 7 per unit 
Labour cost at Rs. 16 per 


1,40,000 

unit 

2,40,000 

3,29,897 
(see note below) 

Variable overheads at Rs. 4 



per unit 

60,000 

80,000 

Total variable cost or 



marginal cost 

4,20,000 

5,49,897 

Contribution (S —V) 

1,80,000 

2.00,103 

Fixed overheads 

1 ,20,000 

1,40,000 

Net Profit 

60,000 

60,103 


Variation of net profit resulting from the acceptance of the order 
will be Rs. 100. 


Note: Labour Cost 

Overall efficiency will drop by 3% on all production 

, t_ . Rs. 2,40,000 ^ 

Labour cost= 15)000 units 16 per un.t 

For 20,000 units, the labour cost will be 20,000 X 16 

=Rs. 3,20,000 
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at 97% efficiency at which the production will be 
20,000x97% = 19,400 units 
For 19,400 units, the labour cost will be Rs. 3,20,000 
For 20,000 units ? 

?9’^ _x3 ’ 20 > 000=Rs - 3 > 29 > 897 

Q.. 17. Management of ABC Ltd. had agreed that a target profit 
of Rs. 4,00,000 before Taxes would lepresent a satisfactory growth 
for the Company. Marketing Management had studied the market¬ 
ing climate for the coming year and predicted the following sales 
possibilities. 

Selling Advertising Unit Sales 
Price _ 

Alternative (a) Rs. 3.00 No change 10,00,000 

Alternative (b) Rs. 3.50 No change 6,00,000 

Alternative (c) Rs. 3.50 Up to 8.00,000 

Rs. 1,00,000 

The fixed expenses for the next year would be Rs. 6,00,000 and 
variable expenses Rs. 2 per unit. These expenses were based on the 
assumption of no change in the advertising expenditure. 

(i) What should the marketing strategy be? 

(ii) Suppose that management decided to use the marketing 
strategy of setting the selling price at Rs. 3.40 and increase 
advertising by Rs. 70,000. This would be expected to result 
in Unit sales of 9,00,000. Will the target profit be achieved? 

(alternative d) 

( M.Com ., Andhra , 1983) 


Ans. Comparative Statement of Profitability 


Particulars 

Unit Sales 

Selling Price (Rs.) 

(a) 

10.00,000 

3.00 

Alternatives 

(b) 

6,00.000 

3.50 

(c) 

8,00,0C0 
3.50 

(d) 

9.00,000 

3.40 

(Rs. in Lakhs) 





Sales Value 

30.00 

21.00 

28.00 

30.60 

Less: Variable exp. at 





Rs. 2 per unit 

20.00 

12.00 

16.00 

18.00 

Contribution (C) 

10 00 

9.00 

12.00 

12.(0 

Less: Fixed exp. 

6.00 

6.00 

6.00 

6 00 

Advertising 

No change No change 

1.00 

0.70 

Total Fixed Costs (F) 

6.00 

6.C0 

7 00 

6.70 

Profit (C — F) = 

4.00 

3.00 

5.00 

5.90 
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(i) The marketing strategy at alternative C should be adopted. 

It gives Profit of Rs. 5 lakhs. 

(ii) If the management decides to use the marketing strategy at 
alternative (d), it will be still more profitable. The Profit 
would be Rs. 5.90 lakhs. 

Q,. 18. A firm has Rs. 10,00,000 invested in its plant and sets a 
goal of a 15% annual return on investment. Fixed costs in the 
factory presently amount to Rs. 4,00,0C0 per year and variable costs 
amounted to Rs. 15 per unit produced. In the past year the firm 
produced and sold 50,000 units at Rs. 25 each and earned a profit of 
Rs. 1,00,000. How can minagement achieve their target profit goal 
by varying different variables, like fixed costs, variable costs, quantity 
sold or increasing the price per unit. 

(M.Com.y Andhra , 1985) 

An s. 

Goal: 15% on 10,00,000=Rs. 1,50,000 Profit required. 

(Past year Profit Rs. 1,00,000) i.e., Rs. 50,000 more profit to be 
earned. 

To achieve the target Profit goal: 

1. Fixed Costs: to be reduced from 4,00,000 to Rs. 3,50,0C0. 

2. Variable Costs: Re. 1 per Unit to be reduced i.e., 50,000X1 

= Rs. 50,000 Profit will improve. 

3. Quantity sold: Contribution = 25— 15=Rs. 10 per Unit. 

Hence, 5,000 units are to be sold further i.e., 
total quantity to be sold = 55,000 units. 

Selling Price may be increased by Re. 1 00 
per unit. 


4. Price per Unit: 



17 

Standard Costing 


Q,. 1. S.V. Ltd., manufactures BXE by mixing three raw mate¬ 
rials. For every batch of 100 kgs. of BXE, 125 kgs. of raw materials 
are used. In February 1986, 60 batches were prepared to produce an 
output of 5,600 kgs. of BXE. The standard and actual particulars 
for February 1986 are as unden 


Raw Materials 

Standard 

Actual 

Quantity of 
Raw Mate¬ 
rials Purchas¬ 
ed kg. 

Mix 

% 

Price per 
kg. 

Rs. 

Mix. 

% 

Price per 
kg. 

Rs. 

A 

50 

20 

60 

21 

5,000 

B 

30 

10 

20 

8 

2,000 

C 

20 

5 

20 

6 

1,200 


Calculate: 

(i) Material Cost Variance 

(ii) Material Price Variance 

(iii) Material Mix Variance 

(iv) Material Yield Variance 

[B.Com (Hons.), Delhi , 1986] 


Ans. 

Working Notes: 

For every batch of 100 kgs. of BXE, 125 kgs of raw materials 
are used. For 60 batches of BXE i.e-, 6,000 kgs of BXE, 60 x 125= 
7,500 kg of raw materials are used. Then the standard output will be 
60 x 100=6,000 kg whereas actual output is 5,600 kg of BXE. 
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Calculate: 

(a) Material Cost Variance 

(b) Material Price Variance 

(c) Material Mix Variance 

(d) Material Yield Variance 
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(d) Material Yield Variance (myv; =m^i-ai; 

=33.8421(380-365) - 507 A 

Reconciliation : 

MCV = MPV + MMV + MYV 

37 2A = 300F + 165A + 507A. 



Q,. 3. From the following particulars, calculate the following Material variances: 

(i) Material Cost variance 

(ii) Material Usage variance 

(iii) Material Price variance 

(iv) Material Mix variance 
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Material Mix Variance (MMV) = SR (SPPAU-AQ) 
SPPAU = Standard Proportion for Actual usage. 

A = For 55 - 30 

For 50 - ? 
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. lf Qr\ 7 - The standard cost card for one unit of a product shows the 
following costs for material and labour: 

Material—4 pieces @ Rs. 5.00 
Labour—10 hours @ Rs. 1.50 

5,700 units of the product were manufactured during the month 
of March 1983 with the following material and labour costs: 

Material—23,000 pieces @ Rs. 4.95 
Labour—56,800 hours @ Rs. 1.52 
Calculate appropriate Material and Labour Variances. 

[B.Com. (Hons.), Delhi , 1983\ 

Ans. 

Material Variances: 

Standard Cost (SCAP) of Actual Actual Cost (AC) 

Production 23,000 pieces X 4.95= 

Rs. 1,13,850 

5,700 x 4 = 22,800 pieces at Rs. 5 
=Rs. 1,14,000 

Material Price Variance (MPV) = AQ (SR—AR) 

= 23,000 (5.00-4.95)= Rs. 1,150 (F> 

Material Usage Variance (MUV)=SR (SQ—AQ) 

= 5*00 (22,800-23,000)= Rs. 1,000 (A) 

Material Cost Variance (MCV)= 

SCAP-AC-1,14,000-1,13,850= Rs. 150(F) 


Labour Variances: 

Standard Cost of Actual Actual Cost (AC) 

Production (SCAP) 56,800 hours x 1.52=Rs. 86,336 

5,700x 10=57,000 hours at 
Rs. l.jp=Rs. 85,500 

Labour Rate Variate (LRV)=AHP (SR-AR) . • '• 

56,800 (1.50-1.52) Rs. 1,136 (A) 
Labour Effy. Variance (LEV) = SR (SH—AHP) 

= 1.50 (57,000—56,800) Rs. 300 (F)* 

Labour Cost Variance (LCV)=SCAP-AC 

= 85,500-86,336 Rs. 836 (A) 

Note: 


Materials Yield Variance (MYV) also will arise as follows: 

For Input of 22,800 Pieces—Standard yield will be 5,700. units. 
» » 23.0G0 ,, — . — i ? 


23,000 


22,800 


* x 5,700= 5,750 units. 


n S VM 
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Standard Yield Rate (SYR) M4.000 =Rg 2Q per ^ 
MYV=SYR (SY—AY) 


-20 (5,750—5,700)= . R s . 1,000 (A) 


A a?d B mixed^ y tK^ eS usin S two grades of materials 

A Rs oe un ^ 3 ; 2 'r?' s,andard Price of material 

nroduction is ejected B Rs 3 P er unit ‘ Normal loss in 

materials’us'ed C were*as follows: Due *° ^.ai„ difficulties the actual 


Material A 280 tons at Rs. 3.80 
Material B 120 tons at Rs. 3.60 
Actual production was 364 tons 
Calculate different material variances. 


lB.Com., (Hons.), Utkal, 1981] 


A ns. 


Standard Cost (SC) 


Tota! Mix of A & B=400 Tons 


Actual Cost (AC) 


Rs. 


Rs. 


A. -j- X 400=240 Tons at Rs. 4=960 

B. ~ X400= 160 Tons at Rs. 3=480 


A 280x3.80 = 1,064 
B 120x3.60= 432 



Total Input 400 tons 1.496 

Total 

Input 400 tons 

1,440 Less: 

+ — 

36 Tons- 

Normal 

Output 

364 Tons 1,496 

Loss 10% 40 Tons 



— 

-SCAM 

Rs 

Output 360 Tons 

1.440 A 280x4 00 = 

1,120 

• 

B 120x3.00 = 

360 

1 440 

SYR = -4^=Rs. 4 per Ton 



SCSM= 1,440 

. 400 

1,480 


SCAP=364x4=Rs. 1,456 
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Material Price Variance = AQ (SR-AR) 

A=280 (4—3.80) = 56 (F) 

B=120 (3—3.60)—72 (A) 

Material Mix. Variance = SCSM — SCAM = 

1,440-1,480= 

Material Yield Variance=SYR (SY —AY) = 

4 (360-364) = 

Material Cost Variance = SC A P—AC = 1,456—1,496= 


Rs. 

16(A) 

40 (A) 

16(F) 
40 (A) 


Q,. 9. Consider the following data regarding the manufacture of 
20,000 units: 


Standard 


Direct Material: Two kgs. of input at Rs. 4 per kg. or Rs. 8 per 
unit of output. 

Direct Labour: One half hour or input at Rs. 10 per hour or Rs. 
5 per unit of output. 

The following data were compiled regarding actual performance: 
Good units produced 20,000; kgs. of input purchased and used 
37,L00; Price per kg. Rs. 4.10; direct labour costs Rs. 88,200; actual 
hours of input 9,000; labour rate per hour Rs. 9.80. 

Compute: 

(i) Direct Material Variance (ii) Direct Labour Variance. 

(B Com , Punjab , September 1983) 


Ans: (i) Direct Labour Variance 

Standard Cost (SC) Actual Cost (AC) 


20,000x2 = 40,000 kgs. at Rs. 4 

=Rs. 1,60,000 
Material Price Variance = 

AQ (SR-AR) 

= 37,000 (4.00-4.10) = 

Material Usage Variance = 

SR (SQ —AQ) = 4.00 (40,000-37,000) 


37,000 kgs. at Rs. 4.10 
= Rs. 1,51,700 


Rs. 3,700 (A) 
Rs. 12,000 (F) 


Material Cost Variance = SC—AC = 
1,60,000-1,51,700 = 


Rs. 8,300 (F) 


Standard Yield Rate = -^^=Rs. 8 per unit 


(SYR) 


20,000 

units 
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For 40,000 kg. Input, Standard Yield is 20,000 units. 

For 37,000 „ „ , — — ? 

Standard Yield= X20,000=18,500 units. 

40,000 

Material Yield Variance=SYR (SY-AY) 

= 8 (18,500-20,000)= Rs. 12.000(F) 

(n) Direct Labour Variances 

Standard Cost (SC) Actual Cost (AC) 

20,0C0 units X-y hour= 10,000 Labour 9,000 Hours x 9.80 = 

Rs. 88,200 

hours at Rs. 10 per hour= 1,00,000 
Labour Rate Variance = AHP (SR—AR) 

= 9,000 (10—9.80)= Rs. 1,800 (F) 

Labour Effy. Variance=SR (SH—AHP) 

= 10 (10,000-9,000)= Rs. 10,000 (F) 


Labour Cost Variance=SC—AC= 

1,00,000-88,200 


Rs. 11,800 (F) 


Q,. 10. (i) Calculate: 

(a) Efficiency ratio 

(b) Activity ratio 

(c) Capacity ratio 

From the following figures: 
Budgeted production 
Standard hours per unit 
Actual production 
Actual working hours 


88 units 
10 

75 Units 
600 


(ii) The standard labour component and the actual labour com¬ 
ponent engaged in a week for a job are as under: 

Skilled Semi- Unskilled 

workers skilled workers 

workers 


(a) Standard number of 
workers in the gang 

(b) Standard wage rate 
per hour (Rs.) 

(c) Actual number of workers 

employed in the gang 
during the week 

(d) Actual v\age rate per 
hour (Rs.) 


32 12 6 

3 2 1 

28 18 4 

4 3 2 
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During the 40-hour working week, the gang produced 1,800 
standard labour hours of work. 

Calculate the different labour variances. 

[B.Com. (Hons.), Delhi , 1987) 

Ads. 

(/) (a) Efficiency ratio 

_ Actual Production in Std. hours ^ 

Actual hours worked 


75x 10 = 750 


X 100= 125% 


6U0 

(b) Activity Ratio 

Actual Production in Std. hours 
Budgeted production in Std. hours 
750 


X100 


88X 10 = 880 


X 100 = 85.23% 


(c) Capacity Ratio 

Actual number of working hours ^ 1Q0 
™ Budgeted No. of working hours. 

-4^x100-65-18% 


(i) Working Notes 

Standard Cost (SC): 

Rs. 

Skilled 32X40=1,280 hours at Rs. 3= 3,840 

Semi-skilled 12x40 = 480 hours at Rs. 2= 960 

Unskilled 6x40 = 240 hours at Re. 1= 240 


50 2,000 


5,040 (SC SM) 


Std. rate per hour= '^5^ =Rs * 2 - 52 
Std. Cost of Actual Production (SCAP) = 2.52x l,800=Rs. 4,536 
Actual Cost (AC): 

Rs. 


Skilled 28x40=1,120 hours at Rs. 4= 4,480 

Semi-skilled 18x40= 720 hours at Rs. 3= 2,160 

Unskilled 4 X 40= 160 hours at Rs. 2= 320 


40 2,000 6,960 
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Std. Cost of Actual Mix. (SCAM): 

Skilled 28x40 = 1,120 hours at Rs. 3 = 

Semi-skilled 18x40= 720 hours at Rs. 2 = 
Unskilled 4 x 40= 160 hours at Re. 1 = 

50 2,000 


Rs. 

3,360 

1,440 

160 


4,960 


A.H.P.=2,000 hours. A.H.W.=2,000 hours.S.H.=1,800 hours. 


Labour Variances: 

1. Labour Cost Variance (LCV)=SCAP-AC = 4,536-6,960 

= Rs. 2,424 A. 

This is segregated into LRV, LEV & LMV as follows: 

2. Labour Rate Variance (LRV)=AHP (SR-AR)— 

Skilled =1,120(3-4)= 1,120 A 

Semi-skilled - 720(2-3)= 720 A 

Unskilled = 160(1—2)= 160 A 


2,000 A 


3. Labour Mix Variance (LMV) 

=SCSM — SCAM = 5,040 — 4,960=80F. 

4. Labour Efficiency Variance (LEV) for gang as a whole 

=SR (SH—AHP)=2.52 (1,800-2,000) = 504 A. 


Reconciliation: 

L.C.V. = 2,424 A 


I l 

LRV=2,000 A LEV = 504 A LMV=80F 

Note: There is no labour idle time variance as there is no 
difference between Actual Hours Paid (AHP) and Actual Hours 
worked (AHW). 

Q,. 11. 100 workers are working in a Factory at a standard wage 
of Rs. 4.80 per hour. During a month there are four weeks of 40 
hours each. The standard performance is set at 360 units per hour. 
The following is the summary of wages paid during the month. 

91 workers were paid @ Rs. 4.80 per hour 
5 workers were paid @ Rs. 5.00 per hour 
The remaining were paid @ Rs. 4.60 per hour 
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57 960 nnitc e r°F P ? d *production for 2 hours. Actual production was 
j/,yoU units. Calculate Labour Variance. 

CB.Com , A.P. Open University , August 1987) 

Ans. 

Working Notes: 


Standard Cost ( SC) Actual cost (AC) 

4 Weeks x 40 hours=160 hours 
in the month x 100 workers 91 workers x 160= 


14,560x4.80= 69,888 

= 16,000 hours X 4.80 5 workers X 160 

=76,800 =800X5.00= 4,000 

SQ=160 hours X 360 units 4 workersx 160 

= 57,600 units =640 x 4.60= 2,944 


SR= 57^600 =Rs * lS per unit - 10 °, 16,000 76,832 


SH =-3^=-- 161 Xl 00 =16,100 

SCAP= 57,960 Xl J = Rs. 77,280 
AHW=I60-2=158x 100=15,800 

Solution 

Labour Cost Variance (LCV)=SCAP — AC 

“77,280—76,832=448 F 
Labour Rate Variance (LRV)=AHP(SR—AR) 

= 14,560 (4.80-4.80)=Nil 
= 800(480-5.00)= 160 A 
= 640 (4.80-4.60)= 128 F 


32 A 


Labour efficiency Sub-variance (LESV) 

=SR (SH-AHW) 

=4.80 (16,100- 15,800)=1440 F 
Labour Idle time =Time lost X SR 

Variance (LITV) =2x 100 = 200 hoursX4.80 

=960A. 


Reconciliation: 

LCV=LRV+LESV+LITV 
448F=32A + 1440F+960A 
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Q,. 12. Data relating to a job are thus: 


Standard rate of wages per hour Rs. 10 

Standard hours 300 

Actual rate of wages per hour Rs. 12 

Actual hours 200 

You are required to calculate 


(i) Labour cost variance, (ii) Labour rate variance, and 
(iii) Labour efficiency variance. 

[ B.Com . (i Hons .), Delhi, 1981] 

Ans. 

Standard Cost (SC)=300x 10 = Rs. 3,000 
Actual Cost (AC) = 200x 12=Rs. 2.400 

Rs. 

(ii) Labour Rate Variance (LRV) = AHP (LR—AR) 

=200(10-12)= 400 (A) 

(iii) Labour Effy. Variance (LEV)=SR (SH —AHP) 

= 10(300 - 200) = 1,000 (F) 

(i) Labour Cost Variance (LCV) = SC—AC 

= 3,000-2,400= 600 (F) 

Q,. 13. The records of Convent Engineering Corporation indicate 
the following for the month of April 1982: 


Standards 

Factors 

Unit Cost 

Direct materials 

4 gallons @ Rs. 1.20 

Rs. 4.80 

Direct labour 

3 hours @ Rs. 1.80 

Rs. 5.40 

Factory overhead 

Rs. 0.60 per labour hour 

Rs. 1.80 

Total manufacturing cost 

Rs. 12.00 


Month of April activity 

(i) Production during the month of April 1982 has been 
6,500 units with no beginning of ending work-in-process 
inventories. 

(ii) Materials: 

Purchased 32,000 gallons @ Rs. 1.18 per gallon 
Used in 

Productiqn 25,600 gallons 
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20,000 
Rs. 1.75 


(iii) Labour : 

Hours worked 
Average hourly wage rate 

(iv) Factory overhead: 

Total overhead cost incurred Rs 12 500 

,abour v " ia ““ " d » “•*> 

[B.Com. (Hons.), Delhi , J982] 

Ans - Material Variance 

Standard of Cost of ^ 

Actual Production (SCAP) : Actual Cost f AC* 

aKroS&SoT / 25)600 x 1.18=Rs. 30,208 

Material Price Variance (MPV) =AQ (SR—AR) 

=25,600 (1.20- 1.18)=512(F) 
Material Usage Variance (MUV) = SR(SQ—AQ) 

= 1.20 (26,000—25,600)=480(F) 

Material Cost Variance (MCV) = SCAP—AC 

=31,200-30,208= 992 (F) 


Labour Variances 

SCAP=6,500x 3 = 19,500 hrs. at Rs. 1.80=Rs. 35,100. 

AC = 20,000 hrs. at Rs. 1.75 =Rs. 35,000. 

Labour Rate Variance (LRV)=AHP (SR—AR) Rs. 

= 20,000 (1.80 -1.75) = 1,000 (F) 

Labour Effy. Variance (LEV)=SR (SH — AHP) 

= 1.80 (19,500-20,000)= 900(A) 

Labour Cost Variance (LCV) = SCAP—AC 

=35,100-35,000= 100(F) 


Factory Overhead Variance (Variable) 

SVO = 6,500X3= 19,500 hrs. x0.60=Rs. 11,700 (Should have been 

incurred on Actual 
Production) 

AVO= Rs . j2,500 

Total Variable Overhead Variance=SVO—AVO 

= 11,700-12,500=Rs. 800 (A) 
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Q,. 14. (i) The standard mix for the production of 100 articles in 
a factory is fixed as follows: 

Raw material A—10 units at Rs. 10 each 
Raw material B— 5 units at Rs. 20 each 
The actual raw materials used for the production of 100 articles 
is: -' 

Raw material A-11 units at Rs. 10 each 
Raw material B— 7 units at Rs. 20 each 
Calculate the Revised Standard Quantity and Material Mix 
Variance. 

(ii) From the following particulars calculate Labour Variances: 

Standard . . 40 hours at Rs. 5 per hour 

Actual . . 35 hours at Rs. 6 per hour 

(B. Com., Calicut, March!April 1983 ) 



A 10 units X 10 
B 5 Units X 20 

Total input 15 units 


All unitsX 10= 
B 7 unitsX20 = 

200 Input 18 units 



250 


Revised Standard Quantity or Standard Proportion for Actual 
Usage (SPPAU) 

For Input of 15 units—A is 10 Units 
„ ,,18 units—? 




A=-y|-X 10 = 12 units 

Similarly for B=-~ X 5 = 6 units 

Material Mix Variance=SR (SPPAU—AQ) 

Rs. 

A=10 (12— 11)= 10(F) 

B=20 (6- 7)= 20(A)_ 

10 (A) 


II. Standard Cost (SC) Actual Cost (AC) 

40 hours at Rs. 5=Rs. 200 35 hours at Rs. 6=Rs. 210 

Labour Rate Variance=AHP (SR—AR) 
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Rs. 

= 35(5-6)= 

35 (A> 

Labour Efficiency Variance=SR(SH —AHP) 


= 5 (40-35)= 

25(F) 

Labour Cost Variance =SC—AC 


=200—210= 

10 (A) 


w ^om the following records of the Appollo Bolt Nut 

Manufacturing Company, you are required to compute material 
and labour variances. ■ 

Input 100 kg. of material ... yields a standard output of 10,000 
units. Standard price per kg. of material — Rs. 20. 

Actual quantity of material issued .and used by production, 
department —10,000 kg. 

Actual price per kg. of material Rs. 21. 

Actual output—9,00,000 units 

No. of employees—200 

Standard wage rate per employee per day—Rs. 4. 

Standard daily output per employee—100 units 
Total number of days worked—50 days 
Idle time paid for and included in above—Halfday 
Actual wage rate per day —Rs. 4.50. 

(B • Com., Pur jab University , April 1981 > 

Ans. Material Variances 

For Standard output of I0,C00 units, Standard input 100 kg. 

of material 

For output of 9,00,000 units ? 

” X 100==9 ’ 0C0 k £- Standard Input 

9,000 x20=Rs. 1,80,000 Standard Cost (SC) 

10,000 x 21 = Rs. 2,10,000 Actual Cost (AC) 

Material Cost Variance (MCV) =SC—AC 

= 1,80,C00-2,10,OCO 
= Rs. 30,000 (A) 

Material Price Variance (MPV)=AQ(SR—AR) 

= 10,000 ( 20 - 21 ) 

=Rs. 10,000 (A) 
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Material Usage Variance (MUV)=SR (SQ—AQ) 

=20(9,000—10,000) 

= Rs. 20,000 (A) 

Material Yield Variance (MYV)=SYR (SY-AY) 

=0.20 (10,00,000-9,00,000) 

= Rs. 20,000 (A) 

Reconciliation : 

MCV = MPV+MUV 
30,000 (A) =10,000 (A)+ 20,000 (A) 

Labour Variances 

For Standard output of 100 units, one man-day 

For output of 9,00,000 units ? 

9 y x 1 =9,000 man-days 

Standard Cost (SC)=9,000 x4 = Rs. 36,000 
Actual Cost (AC) = 200 X 50=10,000 hours 1 . n 

at Rs. 4.50 J KS - 

Actual man-days paid = 200 x 50 = 10,000 

Less: Idle time 200 x i day= 100 

Actual man-days worked 9,900 

Labour Cost Variance (LCV)=SC—AC 

= 36,000—45,000=Rs. 9,000 (A) 

Labour Rate Variance (LRV) = Actual Days Paid (SR—AR) 

= 10,000(4—4.50)=Rs. 5,000 (A) 

Labour Efficiency Variance (LEV) = SR(Standard days 

—Actual days paid) 
= 4 (9,000—10,000) 

= Rs. 4,000 (A) 

Reconciliation-1: 

LCV =LRV+LEV 

9,000 (A) =5,000 (A) + 4,000 (A) 

Note: Due to the difference between the Actual days paid and 
Actual days worked. Labour Idle time Variance and 
Labour Efficiency Sub-Variance will arise and these are 
calculated as follows: 
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Labour Idle Time Variance (LITV)= SR x No. of days lost 

4xl00=Rs. 400 (A) 

Labour Efficiency Sub-Variance (LESV)=SR (Standard days 

—Actual Days Worked) 
=4 (9,000-9,900)=Rs. 3,600 (A) 

Reconciliation-1!: 

LEV = LITV + LESV 

4,000 (A) =400 (A)+ 3,600 (A) 


Final Reconciliation: 

LC V=LRV+LITV + LES V 

9,000 (A) = 5,000 (A)-M00 (A)+3,600 (A) 

Q,. 16. From the following details calculate the variances related 
to fixed expenses: 


Particulars 

Standard 

Actual 

Output for month (units) 

10,000 

10,090 

No. of days worked in the month 

25 

26 

Efficiency of labour (%) 

100 

95 

Fixed expenses for the month (Rs.) 

15,000 

15,150 


( M.Com. y S.V., 1981) 


Ans. 


Units ' Rs. 


BQ 


10,000 B.F.O. 

15,000 

AQ 

= ||-X 10,000 

10,090 A.F.O. 

15,150 

RBQ 

10,400 S.F.O. 

10,090X1.50=15,135 

SQ 

10,400 


SR 

-15.000 Rs 
10,000 KS * 

1.50 per unit 



Fixed Overhead Variance (FOHV): SFO—AFO 


= 15,135—15,150 = Rs. 15 (A) 
Expenditure variance =BFO—AFO 

= 15,000-15,150 =Rs. 150 (A) 
Volume variance =SR(BQ - AQ) 

= 1.50 (10,000-10,090) = Rs. 135 (F) 


Reconciliation: 

FOHV = Exp. V + Vol. V 
15 (A) = 150 (A)+135 (F) 

Capacity Variance =SR (BQ—SQ) 

= 1.50 (10,000-10,400 ) = Rs. 600 (F) 
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Efficiency Variance =SR (SQ—AQ) 

= 1.50 (10,400—10,090)=Rs. 465 (A) 

Reconciliation-11 : 

Vol. V =Cap. V + Effy. V 
135(F) =600 (F) + 465 (A) 

Revised Capacity Variance=SR (RBQ —SQ) 

= 1.50 (10,400-10,400)=Nil 
Calendar variance =SR (BQ—RBQ) 

= 1.50 (10,000-l0,400)=Rs. 600 (F) 

Reconciliation-Ill : 

Cap. V.=Rev. Cap V + Cal. V 
600 (F)=Nil + 600 (F) 

Final Reconciliation : 

FOHV = Exp. V + EfTy. V + Revised Cap. V+Cal. V 
15 (A)= 150 (A)+465 (A) + Nil+600 (F) 

Q,. 17. A standard costing system is adopted in a machine shop 
which is fabricating components for refrigerators. The following is 
the composition of the standard machine hour rate: 

Direct labour at Rs. 2 per hour—Rs 2.00; Overheads at Rs. 4 
per hour—Rs. 4.00. All machines are identical in shop. The above 
rates have been worked out on the basis of 2,60,000 machine hours 
per annum consisting of .*>2 weeks. In a particular week, the follow¬ 
ing components were produced: 

Bottom trays—500 Nos. X l 

Side panels —600 Nos. x 4 

Door panels —800 Nos.x2 

The standard time allowed for the above items are 1, 4, and 2 
hours per unit respectively. 

During the week, actual labour and overhead costs incurred are: 
Direct labour—Rs. 11,000 at Rs. 2 per hour 
Overheads —Rs. 23,000 


Rs. 34,000 

You are required to work out the various labour and overhead 
cost variances for the week. 

( M.Com ., Kerala , April!May 1982 ; CA Final , May 1980) 



702 


RATHNAM’S COST AND MANAGEMENT ACCOUNTING 
Ans. (a) Labour Variances 

_ Standard Cost of Actual Prodn. (SCAP) Actual Cost (AC) 

Hours Rate Amount 

- Rs Rs Rs. 

Bottom Trays 500 X 1 500 X 2 = 1,000 11 oOtT 

Side panels €00x4 2,400x2=4,800 i.e. 5,500 hrs. at Rs. 2 

Door panels 800X2 1,600X2=3,200 

Total 4,500x2=9,000 

Labour Cost Variance (LCV) =SCAP-AC=9,000— 11,100 

=Rs. 2,000 (A) 

Labour Rate Variance (LRV) =AHP (SR—AR)=5,500 (2—2) 

=Nil 

Labour Effy. Variance (LEV) =SR (SH—A HP)=2(4,500—5,500) 

=2,000 (A) 

Reconciliation: 

LCV=LRV+LEV=2,000 (A) 

= Nil+2,000 (A) 

(b) Overhead variances i.e.. Fixed overhead (assumed) 

Budget Hours (BH)=2,60,000/52 = 5,000 
Actual Hours (AH) =5,500 

Standard Hours (SH) =4,500 500x1= 500 

600X4=2,400 

800x2=1,600 

4,500 

BFO=5,000x4=20,000 
AFO= 23,000 

SFO = 4,500x4= 18,000 

Fixed overhead variance (FOHV)=SFO—AFO= 18,000—23,000 

= 5,000 (A) 

Expr. variance = BFO—AFO ■= 20,000 —23,000 = Rs. 3,000 (A) 
Volume variance=SR (BH--SH)=4 (5,000-4,500)= Rs. 2,000 (A) 
Reconciliation-1: 

FOHV = Exp. V + Vol. V=5,000 (A) = 3,000 (A)+2,000 (A) 

Capacity variance=SR (BH—AH)=4(5,000 —5,500) 

=Rs. 2,000 (F) 

Effy. variance = SR (SH-AH)=4 (4,500—5,500) = Rs. 4,000 (A) 
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Reconcilia t i on-1I: 

Vol. V=Cap. V+Effy. V 
2,000 (A) = 2,000 (F) + 4,000 (A) 


Final Reconciliation: 

FOHV=£xp. V + Cap. V + Effy. V 
5.000(A)=3.000(A)+2.000(F) + 4.000(A) 

Q,. 18. Calculate different overhead variances and analyse their 
causes: 

Budgeted Actual 


Fixed Overhead costs 
Hours 

Output (in units) 


Rs. 25,000 Rs. 31,000 

10,000 12,500 

1,000 1,200 

(B.Com.y A.P. Open University , December 1986) 


Ans. 


Working Notes 

BQ 1,000 AQ 1,200 

SQ =10,000 hours — 1,000 units 

12,500 „ — ? 

" Aa a x 1 .£00=1250 units (should have been produced 

10,000 

for actual hours worked) 


BFO _25,000 
BQ 1,000 


=Rs. 25 per unit 


BFO = Rs. 25,000 AFO=Rs. 31,000 


SFO = Rs. l,200x25 = Rs. 30,000 (should have been spent for 
Actual output). 


Solution 


Fixed overhead (FDH) Variance = SFO —AFO 

= 30,000 — 31,000 = Rs. 1,000 A 


Exp. variance= BFO—AFO 

=25,000-31,000 
Volume variance=SR (BQ—AQ) 

= 25 (1,000-1,200) 
Efficiency variance=SR (BQ—AQ) 

= 25 (1,250-1,200) 

Capacity variance=SR(BQ —SQ) 

= 25 (1,000 -1,250) 


= Rs. 6,000 A 
= Rs. 5,000 F 
= Rs. 1,250 A 
— Rs. 6,250 F 
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Reconciliation: 


FOH Variance 1,000 A 

I 


1 

1 

Exp. V. 6000 A 

1 

Efficiency V. 1,250 A 

Q,. 19 

Vol. V. 5000 F 

1 

Capacity V. 6,250 F 

Item 

Budget 

Actual 

Number of working days 

20 

22 

Man hours per day 

8,000 

8,400 

Output per man-hour in units 

1.0 

1.2 

Total unit output 

Standard overhead rate 

1,60,000 

2,21,760 

per-man hour 

0.10 — 


From the above information calculate: 


(i) Volume variance, (ii) Efficiency variance, (iii) Calendar 
variance. 

(B Com., Punjab University , April 1983 ) 


Ans. 


B H=20 X 8,000 = 1,60,000 
AH = 22 X 8,400 = 1,84,800 
SH = 2,21,7(0x1=2,21,760 
PH = 22 x 8,000 = 1,76,000 
SR = Rs. 0.10 per hour 
Volume Variance = SR (BH — SH) 

=0.10 (1,60,000-2,21,760) = Rs. 6,176 (F) 
Effy. Variance = SR (SH—AH) = 0.10 (2,21,760 — 1,84,800) 

= Rs. 3,696 (F) 

Calendar Variance = SR (BH —PH) 

= 0.10 (1,60,000-1,76,000) = Rs. 1,600 (F) 
Note: Revised Capacity Variance=SR (PH—AH) 

= 0—10 (1,76,000-1,84,800) 
=Rs. 880 (F) 


Reconciliation : 


Vol. V=Effy. V. xCal. V-fRev. Capacity V 
6,176 (F) =3,696 (F)+l,600 (F) + 880 (F) 
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Fixed 
Variable 
Semi-variable 


0.20. In a factory, the standard units of production for the 
year were fixed at 1,20,000 units and estimated overhead expendi¬ 
tures were estimated to be: 

Rs. 

12,000 
6,000 
1,800 

Actual production during April of the year was 8,000 units. Each 
month has 20 working days. 

During the month in question there was one statutory holiday. 
The actual overheads amounted to: 

Rs. 

Fixed Overhead l,\90 

variabie 

Semi variable 192 

Semi-Variable charges are considered to include 60% expenses of 
fix ed nature and 40% of variable character. 

Find out the expenditure, volume and cale^arianc^ ^ 


Ans. 

Working Notes 

BQ 


1,20.000 = 10 coo un its. AQ = 8,0C0 units 


12 


RBQ =For 20 days—10,000 units 
For 19 d a ys— ? 

_1?_X 10,000=9,500 units 
BF 0-!2g2 =1)00 o+e0% of ^=Rs. 1,090 
AFO= 1,090+60% of 192 =Rs - 1.305.20 

SR -i53i' Re 0109p ' rU ° it 

SFO = 8,000x0.109=Rs. 872 

Solution: I Fixed overhead (FOH) Variances: 

(a) Expenditure Variance=BFO—AFO 

= 1,090-1,305.20 = 215.20 A 

(b) Volume Variance=SR (BQ—AQ) 

= 0.109 (10,000-8,000)=218 A 
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(c) Calendar Variance =SR (BQ—RBQ) 

• =0.109 (10,000-9,500)=Rs. 54.50 A. 
II. Variable Overhead Variances 


BVO 

AVO 


‘^=500+40% of ig-° = 560 

480+40% of 192=Rs. 556.80 
560 


SR =i^ 5 o=Rs. 0.056 per unit 

SVO = 8,000 x 0.056=Rs. 448 
SVOSP=9,500 x 0.056—Rs. 532 
Expenditure Variance=SVOSP—AVO 

= 532-556.80 = 24.80 A 

Note: Volume and Calendar Variances will not arise in case] of 
variable overheads. 

Q,. 21. From the following budgeted actual figures, calculate and 
present the variances in respect of Profit, Sale and Cost of sales: 


Budget 

Sales—2,000 units @ Rs. 15 each 
Cost of Sales @ Rs. 12 each 

Profit 


Rs. 

30,000 

24,000 

6 000 


Actual 

Sales—1,900 units @ Rs. 14 each 
Cost of Sales @ Rs. 10 each 

Profit 


Ans. 


Selling Price per unit 
Cost of Sale 


Budget 

Rs. 


15 

12 


26,600 

19,000 

7,600 

( M.Com ., Uikal y 1980) 


Actual 

Rs. 


14 

10 


Profit per Unit 


3 


4 
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Sales Variances: 

1 Rs- 

Sales Rate Variance=AQ(SR —AR) 

= 1,900(15-14) =1,900 (A) * 

Sales Volume Variance=SR(BQ—AQ) 

= 15(2,000-1,900) =1,500 (A) 

Total Sales Value Variance= BS—AS 
= 30,000—26,000= 

Cost of Sales Variances: 

Unit Cost Variance= AQ(SR —AR) 

= 1,900 (12—10) 

Volume Variance=SR(BQ—AQ) 

= 12(2,000—1,900) = 

Cost of Sales Variance 

= Budget Cost—Actual Cost 

= 24,000 — 19,000 5,000 (F) 5,000 (F) 


Profit Variances: 

Rate of Profit Variance=AQ(SRP—ARP) 


= 1,900(3—4) 

= 1,900 (F) 

Sales Volume Variance = SRP(BQ—AQ) 

= 3(2,000—1,900) 

= 300 (A) 

Total Profit Variance =BP—AP= 

6,000—7,600 

= 1.600 (F) 1,6C0 (F) 

i.e., 3,400 (A)-f-5,000 (F) 

= Rs. 1,600 (F) 


Q,. 22. Litegoods Co. manufacture metal furniture for the house. 
One of these is a chair with plastic upholstery. During February 
1979 a fire in Litegoods Co. Office destroyed the only copy of the 
masterset of standards for the chair. All of the data available on 
operations for January 1979 are shown below: 

Production Materials 750—standard units 
Labour and overhead 600-standard units 
Material issued 

Metal 7,500 kgs. 

Plastic 1,550 kgs. 

Cost: Metal Rs. 4,125 

Plastic Rs. 1,627.50 


3,400 (A) 3,400 (A) 

3,800 (F) 

1,200 (F) 
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Rs. 9,500 

Rs. 3,280 
Rs. 1,975 

Rs. 2,500 


Direct Labour 
Actual Overhead 
Fixed 
Variable 

Direct Labour hours 
worked 

Variances: 

Metal: Price Rs. 

Usage Rs. 

Plastic: Price Rs. 

Usage Rs. 

Direct Labour: Rate Rs. 
Efficiency Rs. 

Variable Overhead: Total Rs. 
Fixed Overhead: Budget Rs. 

Capacity Rs. 


375E(unfavourabIe) 

0 

77.50 (unfavourable) 
50 (unfavourable) 
500 (favourable) 
400 (unfavourable) 
175 (unfavourable) 
20 (favourable) 


300 (favourable) 

(a) Reconstruct the Company’s standard cost sheet for the chair 
and the number of units budgeted. 

(b) Indicate any inter relationships you note in the above 
variances. 

( M.Com.y Andhra , 1979) 


Ans. 


Standard Cost Sheet for the Chair 


Element of Cost 


Actual 


Standard 


Quantity Amount 
Rs. 


Quantity Rate 
Rs. 


Materials Issued: 

Metal 
Less : Price 
Variance (A) 


Amount 
Rs.' ! 


Usa 2 e Variance — 


7,500 kg. 4,125 
375 

7,500 kg. 3,740 


Plastic 
Less: Price 
Variance (A) 


Less: Usage 
Variance (A) 
1,550 


1,550 kg. 1,627.50 
77.50 

1,550 kg. 1,550.00 
50.00 


7,500 kg. 0.50 


3,750 


Rs. 


1,550 


kg. = 


50 kg. 
Re. 1 


per kg. 


•1,500 kg. 1.00 


1,500 
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Direct Labour 2,500 Hours 9,500 
Add : Rate 

Variance (F) — 500 


2,500 hours 10,000 


100 hours 


Less: Efficiency 
Variance (A) 

10.0gQ - Rs 4oer 

2,500~ Rs - 4pCr 
hour — 

Direct Expenses 

Prime Cost 
Variable Overhead 
Less: Variance (A) 


Fixed Overhead 

Add: Budget Variance (F) 

Add: Capacity Variance (F) 


-2,400 

hours 


1,975 

175 

3,280 

20 

3,300 

300 


4.00 


9,600 


14,850 


1,800 


3,600 


Total Standard Cost 


20,250 


Standard Cost Per Unit of Chair Based on No. of Units 

Budgeted 


Elements of Cost 

Quantity 

Rate 

Rs. 

Amount 

Rs. 

Materials: Metal 

7.500 kg. = 

750 units g 

0.50 

5.00 


per unit 



Plastic - 

500 kg. 

750 units 8 

1.00 

2.00 


per unit 


7.00 

Direct Labour 

2 ^ h T S - 4h ours 

600 units 

4.00 

16.00 

Direct Expenses 

per unit 

— 

— 

Prime Cost 



23.00 


rathnam's cost and management accounting 



Variable Overheads 
Fixed Overheads 


Rs. 1,80 0 
600 units 
Rs. 3,600 
600 units 


3.00 

6.00 


Total Standard Cost per Unit of Chair 32.00 

Q.. 23. The budgeted production for the year is X—4,500 tons 
and Y—4,000 tons. The budgeted fixed overheads for the year are 
X—Rs. 90,000 and Y—60,00J. There are 50 working weeks in the 
year. Four weeks, in Feb. 1985. One extra day was actually worked 
during the month. The actual fixed overheads for Feb. 1985 
amounted to 7,100 in respect of X and Rs. 4,750 in respect of Y. 
Show the overhead variances. The actual production of X was 364 
tons and of Y—316 tons in Feb. 1985. The budgeted production 
was X 360 tons and Y—320 tons. 

(M.Com., Andhra , 1986 ) 

Ans. 


For the Product X: Feb. 85 (4 weeks) 

BQ 4,500 X-^ =360 Tons AQ 364 Tons 

Four weeks in Feb. 1985 taken as 24 days 

One extra day worked i.e., 25 days worked in Feb. 85 

SQ = 360 x 2 . 5 . =375 Tons 
24 

RBQ = 360x^- = 375 Tons 


BFO=90,000 x-~=Rs. 7,200 

SR = 47 5?0Tons =Rs 20 per ton 
AFO=Rs. 7,100 SFO — 364x20 = 7,280 
Fixed Overhead (FOH) Variances: 


FOH Variance 

=SFO —AFO 



= 7,2S0—7,100 

= 180 F 

Expenditure Variance 

= BFO—AFO 



= 7,200-7,100 

= 100 F 

Volume Variance 

= SR(BQ-AQ) 



=20(360-364) 

= 80 F 

Efficiency Variance 

=SR(SQ—AQ) 



=20(375—364) 

= 220 A 

Capacity Variance 

= SR(BQ—SQ) 



=20(360-375) 

= 300 F 
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Note: Due to difference in Budget number of days and actual 
number of days worked, the Calendar variance will arise. 
In such case, based on Revised Budget Quantity (RBQ), 
Revised Capacity Variance and Calendar variance are to 
be calculated as follows: 


Revised Capacity Variance=SR (RBQ—SQ) 

= 20(375—375) 

Calendar Variance =SR(BQ—RBQ) 

=20(360-375) 

Reconciliation: 


■ 

I 

EXPV 100 F 


FOH Variance 180 F 

I 


Nil 


300 F 


Volume V. 80F 

I 


I I 

Capacity V. 300 F Effiy. V 220 A 


! 

Revised Capacity V—Nil 


Calendar Variance —3C0 F 


Note: On the similar lines, variances in respect of Y may be 
worked out by the student as an exercise. 
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rrent Ratio (CR) = 


Accounting Ratios 
Current Assets 


Current Liabilities 
Liqrfid Ratio (LR) or Acid Test Ratio (ATR) or Quick Ratio (QR) 

__ Liquid Assets or Quick Assets Q Current Assets—Inventory 

Liquid or Quick Liabilities r Current Liabilities—Overdraft 

(Note: When this is calculated with Current Liabilities, 

„ . . *_ Liquid Assets 

the formula is ATR=- 75 — , 1 


Current Liabilities 
^Cas h-1-Marketable Securities) 
(Quick Liabilities^ 


Absolute Liquid Ratio (ALR) 

Inventory Turnover Ratio (ILR) or Stock Turnover Ratio (STR) 
• Cost of Goods sold 


(Note: Alternatively ITR 


Average Inventory at cost 

Sales 


Average Inventory at cost 
Sales 


Or 


) 


Average Inventory at selling prices 
Debtors Turnover Ratio (DTR) or Receivable Turnover Ratio (RTR) 


Trade Debtors 


JTrade Debtors y 

Credit sales per day ° r Credit sales 


No. of Working days. 


Or 


Trade Debtors 


Sales 

Creditors Turnover Ratio 
Trade Creditors 


X Number of Working days 


jraae^reaitor?. X N ura ber of Working days 
Credit Purchases 

_ me \ Outsiders Funds 
Debt to Equity Rat.o (DE .) = shareholders Funds 

(Note: DER is analysed as follows: 

_Fixed Assets x 100 and 

Shareholders Funds 


Current Assets 


Shareholders Funds 


— xlOO 


Current Liabilities ^nno^ Reserves x 100 
Shareholders Funds Equity Capital 
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Earnings befor e Int. & Tax (EBIT) 
Fixed Interest Charges 7 


Gross Profit 


^Operating Ratio (03 


Sales 

Total Cost 
Sales 


X 100 


X100 


^xpenseRatio (ER^ = Each opera tin g expense y m 
_—-—Sales 


Net Profit Ratio (NPR) 


Net Pro fit 
Sales 


x 100 


(Note: Net Profit=Net profit after interest & tax) 


x 100 


Return on Total Resources^ ~ e - f — 

Total Assets, 

Return on Shareholders Investment / 

Net Profit / 

~ Shareholders Funds X / 

Return on Equity Shareholders Funds / 

_ Net Pro fit —Prcf. Dividend , 
Equity Shareholders Funds 

Return on Equity Share Capital 

Net Profit—Pref. Dividend nn 

Equity Share Capital 


X 100 


Famines Per ShaN: (EPSY=- 


Net Profit—Preference Dividend 


X 100 Or 


‘ w — No of Equity Shares j 

Return on Capital Employed = Employed " x ^ Or 

_Net Profit_ 

Average Capital Employed 

X 100 

[Note: Capital employed may be gross capital employed (i.e.. 
Total Assets used) or NeuCapital Employed (i.e.. Total Assets used 
less Current Liabilities). Or Net Fixed Assets used-f- Working 

Return on Capital Employed 

Net Profit Safes Net Profit 


Capital Employed Capital'E 


Net Profit 
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c _ (T • A -c L 
&e>6tr* 
Capital Gearing Ratio (CGR) 

Equity Share Capital 


Fixed Interest bearing securities 

(Preference Shares & Debentures etc.) 
Fixed Assets Turnover (FAT) 

Sales Cos t of goods sold 

Fixed Assets 
Sales 


Fixed Assets ° r 
Total Assets Turnover (TAT) 


Total Assets 

Sales 


Working Capital Turnover (WCT)= ^king CitftoT 

[Note: Working Capital=Currcnt Assets (—) Current 

Liabilities] 

Ratio of Operating Profit to Total Operating Assets 

Operating Profit 
Total Operating Assets 

Ratio of Total Investments to Long-term Liabilities 
Shareho l ders Funds-F L ong-term Liabilities 
— Long-term Liabilities 

Ratio of Sales to Debtors* Bills Receivables 


Sales 


kcTiT X 100 


~ Debtors-PB/R 
Proprietory Ratio (PR) 

Shareholders Funds x jqq 
T otal A'sets 

Price Earnings Rati o (P.F.. Ratio ) 

Marke t Price P e r Equity Share 
Earnings Pgr ft hare 

Dividend Per E quity Share 
arnings Per Share 





Dividend Pe r Share _ 

Market Price Per Equity Share j 


4< 100 


Financial Leverage 


Financial Leverage 


Operating Profit (OP ) or^EBIT 
Profit Before Tax (PBT) 
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^ T Contribution (C) 

Operating Leverage = operating Profit (OP) 

Combined Leverage=Financial Leverage x Operating Leverage 


O perating Profit Contribution 
i e,> Profit Before Tax X Operating Profit 

O Contribution (C) 

Profit Before Tax (PBT) 


Compound Interest formula A = P (l+i)'’ 

Present value formula is the reciprocal of compound interest 
formula 

Present value= Or 


Present value of Re. 1 = 


Internal rate of return (IRR) is the discount rate that equates 
the present value of the expected cash outflows with the present 
value of the expected Cash inflows: 

r Ei . _§2_ 

(l + 0 + d+i) 2 .0+0" 

Co=Cash outflow or Investment 
Ei to E„=Cash Inflow or net cash earnings of years 1, 2, 3 etc. 
i = rate of interest 

Net Present Value = Total present value of Cash inflows (—) 

total present value of Cash outflow. 


Profitability Index — 


Total Present Value of Cash Inflow 
Total Present Value of Cash Outflow 


_ . . • j Cost or Investment 

Payback Penod- Savings per Annum 

Payback Profitability=Total Savings—Investment 


Or 

Savings Per Annum x (Total life—Payback period) 
If present value (PV) is more than the abandonment value (AV), 
the project can be continued. 

If PV = A V , then hold the project and evaluate it again. 

If AV exceeds PV, the project would be abandoned. 

IRR can be found out through the factor when cash flow is the 
same during the life time of the project. 
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Factor 


Investment _ 

Cash Inflow Per Year 


The factor is to be seen in the Table 2 against the life of the 
project and IRR% can be found out. However Table 4 also is given 
for this purpose. 


Cost of Capital 


Po 


D 


D 2 


+ 


D 3 


Dn 


(l + r) ' r (1-t-r) 2 T (1 +r) J . O+r? + (1+0" 

Po= Market price of a share at time O. 

D —Expected dividend at the end of year 1, 2, 3, etc. 

Po= Expected Terminal Value at the end of period n. 

P - -p» i _ 

Fo_ (l + K). + (l+K,). (1+K.)" 

K„=Market discount rate appropriate for the risk involved. 

Do (1 + g) . Do (1 + g) 2 Do (1 + g)" 

Po_ (i+K.) + (i+K.) 2 . U+K,)" 

D 0 =Dividend per share paid at time O. 
g=Dividends expected to grow at a constant rate. 

If K« is greater than g, then Po= 

Thus the cost of Equity Capital would be Kc =-^- + g 

Market price of share=Earnings per shareXPrice Earnings 

Ratio 

Cost of Debt (after Tax) = Interest (r) x(r—t) 
t=ratc of Interest 
t=tax rate of % 

. C, , C 2 C„ 

l0_ (1+K) + (1+K) 2 '. (2+K). 

Io=Net amount of funds received by the firm at time O. 

C=Cash outflow 

K=Rate of cost or discount rate. 


Pn 
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Dividends & Valuation 


Walter's Formula : 


D+- r -(E—D) 
c 


P= Market price per Equity Share 
D = Dividends per Share 
E=Earnings per Shares (EPS) 
r=Return on Investment 
C=Market capitalisation rate. 

Modigliani & Miller's Formula : 

Po= T ^t(D. + P.) 

Po=Market price per share at time O. 

Pi = Market price per share at time 1. 

Di = Dividend per share at time 1. 

C= Market capitalisation rate. 

No. of New Shares to be issued : 

mPi = l— (NP— nD.) 

m=No. of New shares sold at time 1 at a price of Pi 
I=New Investment 
NP=Nct Profit 


Bonus Shares: 

Residual Reserve Tcst=FR—X=s(C-fX) 
Profitability Test=AC=(3 X AP)-C 


Value of Rinht=-j^- x(M—S) 


MN+S 

N+r 


Valuation of Shares 


Yield Basis or Market Value 

Dividend in terms of Rupees x 1Q() 
” Normal rate of return 


Or 


Rate of Dividend_ 

Normal rate of return 


x the denomination to which rate applies. 


Value based on Earnings of the Company : 


Expected Rate o f Dividends 
Normal Rate of Dividends 


x Paid up value of shares 
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Rate of Return 1 


Net Profit 


Capital Employed 

Sales price with desired return on capital employed 

(C-fxF)-rU 

O-xV) 


Where P=Selling price 
C=Total Cost 

x= Desired rate of return on capital employed 
F=Fixed capital employed 
U=Units 

V■■ Variable portion of capital employed like working 
capital as percentage of sales etc. 


Productivity 


Output 

Input 


„ .. Prodn. in Std. Hours 

Productivity in terms of Hours- Actua i H ouri 


Sales Value (or Cost) of Output 
Productivity in terms of Money= — n q . of Workers 


__ Material Cost 

Material Productivity - No. of Units Produced 


Machine Productivity: 

, t ... . Outp ut in Std. Hours 

Machine Utilisation Aclua j Machine Hours 

Actual Machine Hou rs 
Activity Percentage— pj anne( j Machine Hours 
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. Standard capacity usage ratio: 

Budget No- of working hours xjc ,p 
^ Maximum hours in Budget period 


Actual usage of Budget capacity ratio or standard capacity ratio: 

Actual No. of working hours x jqq 
= Budgeted No. of working hours 
Actual capacity usage ratio: 

Actual No. of working hours_ , 00 
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actual mix, the following formula is to be applied to find out 
the material mix variance: 

(f) Material Mix Variance: 

Standard Rate (Standard proportion for actual usage— 

Actual Qty.) MMV=SR (SPPAU-AQ) 
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Note: When there is difference between actual hours paid for 
(AHP) and Actual Hours Worked (AHW), there will be 
labour idle time variance which has been shown above and 
also labour elliciency sub-variance for which the formula is 
given below: 
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(f) Calendar Variance—Standard Rate (Budget Cal. Variance: 

Hours—Possible Hours) SR (BH—PH) 

(g) Revised Capacity Variance=Standard RCV=SR (PH—AH) 

Rate (Possible Hours—Actual Hours) 
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J 9 * Tables—Present Value and Interest Tables, etc. 

Table 1 : Present Value of One Rupee Due to the End at N Years 
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Tablb 3 

Area of Normal Distribution that is X Standard Deviations to 
the Left or Right of the Mean 


Number of 

Area to the 

Number of 

Area to the 

Standard Deviations 

Left or Right 

Standard Deviations 

Left or Right 

from Mean (X) 

(One tail) 

from Mean (X) 

(One tail) 

0.00 

.5000 

1.55 

.0606 

0.05 

.4801 

1.60 

.0548 

0.10 

.4602 

1.65 

.0495 

0.15 

.4444 

1.70 

.0446 

0.20 

.4207 

1.75 

.0401 

0.25 

.4013 

1.80 

.0359 

0.30 

.3821 

1.85 

.0322 

0.35 

.3632 

1.90 

.0287 

0.40 

.3446 

1.95 

.0256 

0.45 

.3284 

2.00 

.0228 

0.50 

.3085 

2.05 

.0202 

0.55 

.2912 

1.10 

.0179 

0.60 

.2743 

2.15 

.0158 

0.65 

.2578 

2.20 

.013* 

0.70 

.2420 

9.25 

.0122 

0.75 

.2264 

2.30 

.0107 

0.80 

.2119 

2.35 

.0094 

0.85 

.1977 

2 40 

.0082 

0.90 

.1841 

2.45 

.0071 

0.95 

.1711 

2.50 

.0062 

1.00 

.1577 . 

2.55 

h 0054 

1.05 

.1469 

2.60 

.0047 

1.10 

.1357 

2.65 

.0040 

1.15 

.1251 

2.70 

43035 

1.20 

.1151 

2.75 

.0030 

1.25 

.1056 

2.80 

.0026 

1.30 

.0968 

2.85 

.0022 

1.35 

.0885 

2.90 

.0019 

1.40 

.0808 

2.95 

.0016 

1.45 

.0735 

3.00 

.0013 

1.50 

.0668 
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rathnam’s cost and management accounting 


Table 5 
Simple Interest for Rs. 

1,000 for Day 

Rate P.C. 

Interest 

P.a. 

for a day 

0.25 

.0068 

0.60 

.0137 

0.75 

.0205 

1 

.0274 

2 

.0548 

2.5 

.0685 

3 

.0822 

4 

.1096 

5 

.1370 

6 

.1644 

7 

.1918 

8 

.2192 

9 

.2466 


Table 6 

Compound Interest Amount Table 
Amount of Re. 1 at the End of N Years 
A=P(l+i)”, Where P= l 
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rathnam’s cost and management accounting 
Tablb 7 

Depreciation Table 

W.D.V. of Asset at Reducing Balance System of Depreciation 

S=V(1—r) n . Where V=1 
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